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INTRODUCTION 

Many  irrigation  projects  have  been  developed  in  the  Western 
States.  The  legal  forms  of  the  organizations  under  which  they 
were  set  up  included  irrigation  districts  and  several  types  of  both 
mutual  and  commercial  companies.  Some  of  the  projects  failed; 
others  have  been  successful  throughout  their  history. 

Because  many  more  such  projects  are  likely  to  be  developed 
in  the  future,  the  Soil  Conservation  Service  and  the  Bureau  of 
Agricultural  Economics  of  the  United  States  Department  of  Agri- 
culture undertook  a  study  of  these  various  types  of  organizations. 
The  study  was  designed  to  obtain  answers  to  certain  questions 
concerning  them.  Do  the  reasons  for  the  success  or  failure  of  the 
projects  lie  in  the  type  of  legal  organization  under  which  they 
were  developed  ?  Which  of  the  types  are  best  adapted  to  the  vary- 
ing economic  and  climatic  conditions  found  in  the  West?  How 
adaptable  will  the  different  kinds  of  organizations  be  to  situations 
that  are  likely  to  arise  in  the  future  ? 

Field  work  for  the  study  was  conducted  chiefly  in  1946  and 
1947.1  A  progress  report  was  submitted  by  the  authors  to  the 
participating  agencies  in  October  1948  for  the  immediate  use  of 
those  agencies.  This  report  summarizes  the  results  of  the  study 
and  coordinates  them  with  those  from  previous  studies  of  such 
organizations. 

From  the  study  an  attempt  was  made  to  learn  not  only  the 
advantages  and  disadvantages  of  each  type  of  organization  in  the 
development  and  operation  of  irrigation  projects  but  also  the 
influence  of  the  various  provisions  of  pertinent  Federal  and  State 
laws  on  the  solution  of  problems  that  arise  in  managing  such 
enterprises. 

The  study  included  54  irrigation  enterprises.  For  2  of  these, 
both  mutual-company  and  overlying  irrigation-district  organiza- 
tions were  involved;  hence  56  organizations  were  studied.  These 
56  organizations  comprised  29  districts,  17  mutual  companies, 
and  10  commercial  companies.  The  districts  were  further  sub- 
divided into  24  irrigation  districts,  1  water  district,  1  electrical 
district,  2  public  power  and  irrigation  districts,  and  1  water- 
conservancy  district.  The  enterprises  selected  represented  the 
three  principal  types  of  formal  organizations,  the  different  States 
in  which  irrigation  is  important,  and  intensive  and  extensive 
types  of  irrigation  farming.  Intensive-farming  enterprises  were 
defined  as  those  with  50  percent  or  more  of  the  irrigated  acreage 
in  fruits  and  vegetables.     Distribution  of  enterprises  by  State, 

1  The  study  was  conducted  by  Wells  A.  Hutchins,  Soil  Conservation  Service, 
H.  E.  Selby,  formerly  Bureau  of  Agricultural  Economics,  Stanley  W.  Voelker, 
Bureau  of  Agricultural  Economics,  and  Alexander  Joss  and  Karl  S.  Land- 
strom,  formerly  Bureau  of  Agricultural  Economics.  Harry  A.  Steele,  Bureau 
of  Agricultural  Economics,  helped  to  plan  the  study. 
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type  of  farming,  and  type  of  organization  is  shown  in  table  1. 
Detailed  information  concerning  each  enterprise  was  obtained  in 
personal  interviews  with  one  or  more  of  its  officers  and  from 
additional  sources. 

Terminology 

Irrigation  enterprise  was  defined  by  the  Irrigation  Census  of 
1940  (22,  p.  XI)  2  as  "an  independent  irrigation  establishment 
owning  or  operating  works  for  supplying  water  to  agricultural 
land.  An  enterprise  may  represent  a  short  canal  or  a  pumping 
plant  watering  a  single  small  farm,  or  a  great  system  of  canals 
and  reservoirs  operated  under  one  management  supplying  thou- 
sands of  farms." 

When  systems  that  serve  a  number  of  water  users  are  involved, 
the  term  "irrigation  project"  is  practically  synonymous  with 
the  term  "irrigation  enterprise."  In  either  case,  the  term  includes 
not  only  the  physical  works  but  all  the  affairs  of  the  undertaking. 

An  irrigation-enterprise  organization,  or  irrigation-project  or- 
ganization, is  the  legal  form  of  the  enterprise  or  project.  Forms 
or  types  of  organization  are:  (1)  Private  associations,  which  in- 
clude (a)  nonprofit  and  profit  corporations,  (b)  unincorporated 
groups  which  operate  under  signed  specific  agreements,  and  (c) 
groups  held  together  by  verbal  or  implied  compacts;3  and  (2) 
public  or  governmental  entities  or  agencies,  including  districts, 
other  political  subdivisions,  and  agencies  of  the  State  and  Federal 
governments. 

2  Italic  figures  in  parentheses  refer  to  Literature  Cited,  p.  106. 

3  An  arbitrary  classification  on  the  basis  of  formality  might  exclude 
group  (c)  from  a  list  of  organizations.  So  far  as  this  study  is  concerned, 
it  is  an  academic  matter,  as  all  private  associations  studied  were  incorporated 
companies. 
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PRINCIPAL  TYPES  OF  IRRIGATION-ENTERPRISE 
ORGANIZATIONS 

Importance  of  Type  of  Organization 

The  type  or  form  of  organization  adopted  by  an  irrigation 
enterprise  is  vitally  important,  for  upon  it  depend  not  only  the 
legal  powers  of  the  enterprise  but  also  the  relations  between  the 
organization  and  the  users  of  water.  The  form  may  be  changed — 
for  example,  from  private  company  to  public  district — without 
change  in  the  physical  works  or  in  methods  of  operating  and  main- 
taining the  system  and  delivering  water.  But  a  change  in  type 
or  form  may  mean  fundamental  changes  in  the  powers  of  the 
organization,  in  control  over  the  management,  in  obligations  of  the 
users  of  water  to  provide  revenue  for  the  project,  and  in  meth- 
ods of  collecting  revenue.  In  some  cases,  it  may  necessitate 
adjustments  in  the  basis  of  farmers'  rights  to  receive  water. 

Table  1. — Number  of  enterprises  studied,  by  type  of  farming  and 
by  organization,  specified  States 


Type  of  farming 

State 

Intensive 

Extensive 

District 

Mutual 
com- 
pany 

Com- 
mercial 
company 

District 

Mutual 
com- 
pany 

Com- 
mercial 
company 

Total 

Arizona.  _ 

Number 

Number 

Number 

Number 

1  1 

2 

2 

3 

Number 
1 
1 
1 
2 
1 
1 
1 
1 
1 

Number 

Number 
1  2 

California 

Colorado 

Idaho  ._  .     

3 
1 

1 

1 

1 

10 
5 
5 

Kansas  _ 

1 

Montana 

2 

3 

3 

Nebraska. 

5 

Nevada 

1 

New  Mexico.  _   _ 

1 

1 
1 

2 

North  Dakota 

1 

Oregon 

1 

1 

._ 

1 

4 

South  Dakota 

1 

Texas.      

1 

____ 

1 

1 

3 

Utah 

2 

1 

4 

Washington 

Wyoming.    

2 

1 

1  1 

3 

1 

2 

1  4 

Total 

8 

3 

3 

1  19 

14 

7 

1  54 

1  In  the  Arizona  and  Wyoming  enterprises  with  mutual-company  organiza- 
tion, overlying  district  organizations  also  were  studied.  This  made  2  district 
organizations  in  each  of  these  States,  or  a  total  of  56  organizations  that  were 
studied  in  connection  with  the  54  enterprises. 

Aside  from  Federal  agencies  such  as  the  United  States  Bureau 
of  Reclamation  and  the  Office  of  Indian  Affairs,  with  which  this 
study  is  only  indirectly  concerned,  the  principal  types  of  irrigation- 
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enterprise  organizations  consist  of  districts  and  companies.4  Dis- 
trict enterprises  are  owned  and  operated  by  the  public.5  Company- 
enterprises  are  privately  owned  and  operated,  although  if  they  are 
public  utilities,  they  may  render  service  to  the  general  public  within 
their  service  areas. 

Districts 

irrigation  districts 

An  irrigation  district  is  a  public  or  quasi-municipal  corporation, 
organized  under  general  State  laws  primarily  to  provide  water 
for  irrigating  the  lands  within  its  boundaries.  It  has  both  the 
power  to  issue  bonds  and  to  tax.  Its  revenue  comes  chiefly 
from  assessments  levied  upon  the  land.  If  the  lands  of  an  object- 
ing minority  are  expected  to  benefit  from  the  district  improve- 
ments, they  may  be  included  and  assessed  (1J+,  pp.  2-3). 

Each  of  the  17  Western  States  has  an  irrigation-district  law. 
In  some  of  these  States  such  districts  are  known  as  water-con- 
servation, water-improvement,  or  reclamation  districts,  and  the 
like.  But  the  fundamental  attributes  of  all  such  districts  are 
similar  throughout  the  West. 

OTHER  DISTRICTS  FOR  IRRIGATION  PURPOSES 

Districts  other  than  standard  irrigation  districts  are  authorized 
under  the  laws  of  various  States  to  further  irrigation  of  farm 
lands.  Some  of  these  districts  have  power  to  issue  bonds  secured 
by  the  lien  of  assessments  against  the  land ;  others  have  no  powers 
of  taxation  and  may  issue  revenue  bonds  only. 

Many  types  of  water-improvement  districts  other  than  irriga- 
tion districts  exist.  California  statutes  alone  authorize  the  for- 
mation of  34  types  of  districts  relating  to  development,  conserva- 
tion, use,  disposal,  and  avoidance  of  water,  many  of  which  may 
provide  for  irrigation  (7).  In  several  States,  districts  of  two  or 
more  types  are  authorized  for  irrigation  purposes;  in  others  the 
standard  irrigation  district  is  the  only  type. 

The  present  study  includes  an  Arizona  electrical  district,  a 
California  water  district,  a  Colorado  water-conservancy  district, 
and  two  Nebraska  public  power  and  irrigation  districts. 

GENERAL  DISTRICT  LEGISLATIVE  ACTS 

Irrigation  and  related  districts  are  formed  under  general  acts 
of  State  legislatures.  Organization  of  each  district  must  conform 
to  the  general  procedure  set  forth  in  the  enabling  statute. 

4  Some  of  the  western  State  governments  have  developed  irrigation  projects, 
but  aside  from  districts,  which  are  sometimes  characterized  as  State  agencies, 
very  few  irrigation  projects  have  been  constructed  by  States.  According  to  the 
California  Water  Code  (3,  sec.  20570),  "It  is  reaffirmed  that  districts  are  state 
agencies  formed  and  existing  for  governmental  purposes." 

5  "An  irrigation  district  is  an  agency  of  the  state  and  its  functions  are 
exclusively  governmental.  It  owns  no  lands  in  a  proprietary  sense;  its  property 
is  owned  by  the  state  and  held  only  for  governmental  purposes."  Allen  V. 
Hussey,  101  Calif.  App.  (2d)  457,  467,  225  Pac.  (2d)  674,  680  (1950;  hearing 
denied  by  supreme  court  1951). 
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SPECIAL  DISTRICT  LEGISLATIVE  ACTS 

In  addition  to  those  districts  under  the  general  district  acts,  a 
number  of  districts  formed  for  irrigation  purposes  have  been 
organized  under  special  acts  of  State  legislatures.  State  legisla- 
tures have  constitutional  authority  to  organize  taxing  districts 
with  boundaries  defined  in  the  legislative  act,  without  submitting 
the  question  to  a  vote  of  property  owners  within  the  areas. 

Mutual  Irrigation  Companies 

Mutual  or  cooperative  irrigation  companies  are  private  associa- 
tions of  irrigation  farmers,  organized  for  the  purpose  of  provid- 
ing irrigation  water  at  cost,  primarily  for  the  use  of  their  mem- 
bers. As  contrasted  with  the  inclusion  of  lands  of  unwilling 
owners  in  irrigation  districts,  membership  is  voluntary.  In  parts 
of  the  West,  and  particularly  in  southern  California,  these  organi- 
zations are  known  as  mutual  water  companies  (8,  10,  15,  16) . 

The  larger  mutual  irrigation  companies  are  incorporated.  The 
Irrigation  Census  of  1940  (22,  p.  4,  tables  6  and  7)  reported  that 
about  61  percent  of  all  enterprises  classified  as  mutual  or  co- 
operative irrigation  companies  in  that  canvass  were  incorporated. 
The  classification  in  the  Irrigation  Census  of  1950  differs  from 
the  one  in  1940.  The  1950  Census  classified  informal  arrange- 
ments between  two  or  more  neighboring  farmers  for  operation 
of  works  for  their  joint  use  as  unincorporated  mutual  enterprises. 
In  1940,  these  arrangements  were  classified  as  individual  and  part- 
nership enterprises.  In  comparing  statistics  for  irrigation  enter- 
prises reported  in  these  two  periods,  this  difference  should  be 
noted.  Of  the  mutual  irrigation  enterprises  reported  in  1950,  31 
percent  were  incorporated  (23,  p.  58,  table  16). 

Each  State  has  a  general  corporation  law.  These  laws  are 
sometimes  so  entitled  as  to  refer  to  "corporations  for  profit," 
whereas  mutual  irrigation  companies  are  nonprofit.  But  the 
essential  character  of  the  enterprise  can  be  clearly  stated  in  the 
articles  of  incorporation.  General  corporation  laws  are  adapted 
to  the  functioning  of  irrigation  enterprises  and  are  widely  used 
for  their  incorporation.  Various  States  also  have  laws  that  gov- 
ern the  organization  of  cooperative  associations  for  agricultural 
purposes.  Although  some  of  these  laws  may  be  applicable,  very 
few  irrigation  companies  have  been  organized  under  them. 

Unincorporated  mutual  irrigation  enterprises  are  divided  into 
two  groups:  (1)  Those  that  have  never  been  incorporated;  and 
(2)  those  that  have  lost  their  corporate  status  and  now  function 
with  the  form  but  without  the  powers  of  a  corporation. 

Commercial  Irrigation  Companies 

Commercial  irrigation  companies  are  organized  for  the  purpose 
of  building  and  operating  irrigation  works  for  the  profit  of  persons 
who  provide  the  capital  for  and  retain  temporary  or  permanent 
ownership  of  the  irrigation  system  (12).  With  respect  to  own- 
ership of  irrigation  facilities,  commercial  companies  differ  from 
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districts  and  mutual  companies,  in  that  the  latter,  although  public 
in  the  one  case  and  private  in  the  other,  are  both  nonprofit,  co- 
operative enterprises  under  local  ownership  and  control.6  Own- 
ership of  the  assets  of  a  commercial  irrigation  company  in  a 
Western  State  may  be  held  by  persons  who  live  elsewhere  in  the 
United  States  or  abroad.  In  some  isolated  cases  water  users  may 
own  stock  in  the  commercial  company  that  serves  them.7 

Commercial  companies  are  usually  incorporated,  although  in- 
corporation is  not  necessary  for  commercial  irrigation  service. 
An  individual  may  engage  in  public-utility  service  of  water  and 
his  venture  may  thereby  be  classed  as  a  public  utility,  subject  to 
whatever  regulation  the  State  may  provide  for  the  service  of 
water  to  the  public.8 

Commercial  companies  may  select  their  own  consumers  and  fix 
the  relationship  by  contract.  However,  a  company  may  dedicate 
its  water  supply  (or  a  portion  thereof)  to  the  public  within  the 
service  area  and  may  "hold  itself  out"  as  engaged  in  public 
service.  If  it  does  this,  it  must  serve  all  who  apply,  to  the  extent 
of  its  water  supply  or  portion  thereof  so  dedicated  to  public  use, 
so  long  as  such  applicants  pay  the  lawfully  prescribed  rates. 
In  either  event,  establishment  of  relations  with  the  company  is 
voluntary  on  the  part  of  farmers  within  the  service  area. 

Historically,  commercial  companies  have  been  divided  into  three 
classes:  (1)  Construction  or  development  companies,  intended  to 
sell  "water  rights"  9  to  prospective  users  and  to  retire  from  busi- 
ness upon  the  sale  of  all  such  rights  and  transfer  of  the  system 
to  the  water  users;  (2)  private-contract  companies,  intended  to 
sell  "water  rights"  to  purchasers  of  land,  or  other  selected  indi- 
viduals, under  contracts  or  deeds  providing  for  perpetual  service 


6  Ownership  of  the  properties  of  an  irrigation  district  may  be  held  to  be 
in  the  public  or  in  the  State,  depending  upon  the  legal  questions  involved,  but 
control  is  vested  in  representatives  selected  by  the  local  community. 

7  The  California  Railroad  Commission  (now  the  Public  Utilities  Commis- 
sion) in  several  decisions  held  that  to  extend  to  stockholders  of  a  public- 
utility  water  company  a  preference  in  rates  or  service  not  extended  to  other 
consumers  is  undue  discrimination;  that  the  fact  that  a  consumer  may  be 
a  stockholder  does  not  change  his  status  as  a  consumer   (29,  pp.  144-145). 

8  The  California  Public  Utilities  Code  (5,  sees.  2701  and  2704)  provides 
that  "any  person"  etc.  who  sells  water  under  contract  or  otherwise  shall 
be  a  public  utility.  But  it  exempts  from  public  regulation  the  owner  of  a 
water  supply  who  uses  it  primarily  for  his  own  domestic  purposes  or  to 
irrigate  his  own  lands,  who  sells  the  surplus  for  domestic  purposes  or  for 
irrigation  of  neighboring  lands,  who  in  an  emergency  water  shortage  sells 
water  from  his  supply  for  not  more  than  one  irrigation  season,  or  who  sells 
a  part  of  the  water  as  an  accommodation  to  neighbors  who  have  no  other 
supply. 

9  The  so-called  "water  right"  sold  by  a  commercial  company  is  a  perpetual 
right  to  the  service  of  water  from  the  system — the  right  of  the  user  as  against 
the  company  itself.  This  right  is  not  synonymous  with  the  water  right  of  legal 
nomenclature,  which  is  a  right  acquired  under  State  law  by  appropriation,  or 
derived  through  the  ownership  of  land  riparian  to  a  watercourse  or  overlying 
a  ground-water  supply.  This  loose  application  of  the  term  has  been  common 
in  connection  with  the  service  of  commercial  companies.  When  shown  in 
quotation  marks  in  this  publication,  "Water  right"  refers  to  the  right  of 
continued  delivery  of  water  acquired  by  a  prospective  consumer  from  a 
commercial  company,  and  evidenced  by  a  deed  or  contract,  and  not  to  water 
right  in  its  strict  sense. 
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by  such  companies,  their  rates  and  services  not  being  subject  to 
public  regulation;  and  (3)  public-utility  companies,  intended  to 
serve  water  to  all  applicants  within  the  service  area  to  the  extent 
of  the  water  supply — that  is,  to  the  public — either  under  per- 
manent contracts  or  temporary  rentals,  their  rates  and  services 
being  subject  to  public  regulation.  Thus  construction  or  develop- 
ment companies  were  intended  as  temporary  agencies,  and  private- 
contract  and  public-utility  companies  for  permanent  existence. 

The  theoretical  distinction  between  classes  of  service  rendered 
by  private-contract  companies  and  public-utility  companies  has 
been  long  established  in  rate-making  cases.  It  is  of  fundamental 
importance  when  the  question  of  public  regulation  of  commer- 
cial-company rates  is  raised.  This  is  because  public-utility  rates 
and  services  are  subject  to  public  regulation,  whether  or  not  con- 
sumers have  permanent  water  contracts  with  the  companies.  Rates 
fixed  by  those  contracts  which  in  the  technical  legal  sense  are 
private  contracts  cannot  be  disturbed  by  public  authority.  The 
practical  application  of  this  principle  involves  some  fine  dis- 
tinctions and  legal  technicalities. 

Relative  Extent  of  Types  of  Organizations 

The  Irrigation  Census  of  1940  {22,  p.  XXIX,  table  4 ;  p.  4,  table 
6)  reported  data  with  respect  to  irrigation  enterprises  of  different 
organizational  types.    These  data  are  shown  in  table  2. 

From  1930  to  1940,  the  number  of  commercial  companies  de- 
clined from  391  to  275  enterprises.  The  number  of  enterprises 
of   other  types   increased   substantially    {21,   p.    54,   table   12). 

The  1950  Irrigation  Census  reports  a  total  of  123,926  irrigation 
enterprises  in  the  17  Western  States,  Arkansas,  Louisiana,  and 
Florida.  This  includes  489  districts,  of  which  483  are  in  the  17 
Western  States.  It  also  includes  446  commercial  companies,  of 
which  131  are  in  the  17  Western  States  and  270  in  Louisiana 
alone  {23,  p.  58,  tables  15  and  16). 

Table  2. — Number  of  irrigation  enterprises,  area  irrigated,  and 
capital  invested,  by  type  of  organization,  19  U0  1 


Type  of 
organization 


Individual  and  partnership-  _ 

Cooperative 

Irrigation  district 

Commercial 

U.  S.  Bureau  of  Reclamation 
All  other 

Total 


Enter- 
prises 


Number 

86,050 

4,356 

427 

275 

97 

432 


91,637 


Area 
irrigated 


Acres 
7,314,152 
6,652,488 
3,514,702 
1,017,781 
1,824,004 

680,612 


21,003,739 


Capital 
invested 


Dollars 
187,382,730 
224,140,876 
265,737,810 

66,243,823 
250,245,359 

58,298,603 


1,052,049,201 


1  Based  upon  United  States  Bureau  of  the  Census,  Sixteenth  Census  of  the 
United  States:  1940,  Irrigation  of  Agricultural  Lands  (22,  p.  XXIX,  table  4; 
p.  4,  table  6) . 


12  CIRCULAR  934,  U.S.  DEPT.  OF  AGRICULTURE 

Changes  in  Organization 

Historically,  many  changes  have  been  made  in  irrigation  enter- 
prises in  the  West.  Enterprises  included  in  the  study  reported 
upon  here  exemplify  the  process  of  change  thus : 

About  two-fifths  of  the  54  enterprises  in  question  have  always 
had  their  present  type  of  organization — district,  mutual,  or  com- 
mercial— although  in  certain  of  these  cases  a  mutual  or  a  commer- 
cial company  has  succeeded  another  of  the  same  type.  The  re- 
maining enterprises  have  changed  from  one  type  of  organization 
to  another.  In  five  of  these  instances,  two  changes  were  made. 
Of  the  enterprises  studied,  52  percent  are  districts,  30  percent 
mutual  companies,  and  18  percent  commercial  companies.  The 
original  principal  organizations  for  these  enterprises  were :  Com- 
mercial companies  52  percent,  mutual  companies  29  percent,  and 
districts  19  percent. 

Large  irrigation  projects  are  no  longer  promoted  by  commer- 
cial enterprises.  Ownership  and  control  of  the  systems  built  by 
commercial  or  by  development  companies  have  passed  in  most 
cases  to  mutual  companies  and  districts,  as  they  were  intended 
to  do.  Probably  very  few  of  the  original  companies  of  this  type 
are  still  active.  In  many  cases,  private-contract  and  public-utility 
commercial  companies  have  changed  to  mutuals  or  districts.  This 
was  done  because  of  the  increasing  difficulty  of  operating  such 
enterprises  on  a  commercial  basis,  or  because  the  water  users 
wished  to  own  the  system  that  served  them,  or  both.  In  some 
cases  mutuals  changed  to  the  district  type  of  organization  mainly 
to  obtain  adequate  financing  for  improvements,  the  cost  of  which 
exceeded  their  resources. 

These  shifts  from  one  specific  type  of  organization  to  another 
are  fairly  exemplified  by  the  enterprises  reported  upon  here.  That 
is,  the  existing  commercial  companies  in  the  study  are  now  only 
about  a  third  of  the  original  commercial  enterprises  on  these 
projects.  The  present  mutual  companies  comprise  several  that 
began  as  mutual  enterprises,  a  smaller  number  that  began  as 
districts,  and  65  percent  of  the  total  number  that  originated  as 
commercial  enterprises.  Of  the  present  districts,  only  31  percent 
began  as  districts,  the  others  having  been  reorganized  from  com- 
mercial and  mutual  enterprises,  chiefly  the  latter. 

Interrelationships  of  Organizations 

Many  instances  of  contractual  relationships  of  one  kind  or 
another  between  irrigation  organizations  may  be  cited.  These 
may  relate  to  joint  ownership  and  operation  of  storage  works  or 
other  facilities,  to  the  obtaining  of  water  supplies  by  one  or- 
ganization from  another,  or  to  the  carriage  of  water  by  one  for 
another.  One  organization  may  own  the  main  canal  system  and 
others  may  separately  own  the  laterals.  In  other  instances  local 
improvement  districts  are  formed  under  State  enabling  statutes 
within  irrigation  districts.  In  still  others,  mutual-company  en- 
terprises are  located  within  irrigation  districts,  or  irrigation  dis- 
tricts and  companies  within  an  extensive  district  of  special  type, 
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such  as  a  conservancy  district.  Here  the  functions  of  the  over- 
lying organization  supplement  those  of  the  included  organizations. 
It  follows  that  individual  farms  are  often  served  either  directly 
or  indirectly  by  two  or  more  irrigation  organizations.  Usually,  the 
surface-water  supply  of  a  farm  reaches  it  through  only  one  local 
distribution  system;  but  the  water  may  be  brought  into  that 
system  from  several  sources  and  through  the  efforts  of  more  than 
one  irrigation  organization.  Many  farms,  however,  receive  water 
directly  from  two  or  more  irrigation  organizations.  In  some  cases, 
the  water  from  the  different  enterprises  must  be  used  on  differ- 
ent parts  of  the  farm.  In  others,  water  received  directly  from 
two  or  more  enterprises  is  used  on  the  same  land;  that  is,  one 
enterprise  may  furnish  direct-flow  early-season  water,  and  an- 
other late-season  stored  water. 


CHARACTERISTICS  OF  IRRIGATION-ENTERPRISE 
ORGANIZATIONS 

Purpose  of  Organizing 

districts 

A  canvass  of  all  irrigation  districts  in  the  West  made  in  1929 
(1U,  pp.  13-14)  showed  that  the  801  districts  formed  by  the  end 
of  1928  were  about  equally  divided  between  those  formed  for 
entirely  or  principally  new  development  (393  districts)  and  those 
formed  principally  for  supplemental  development  or  acquisition 
of  existing  works  (408  districts).  However,  of  the  499  irrigation 
districts  then  active,10  327,  or  65  percent,  were  in  the  supplemental 
development  group. 

By  far  the  larger  number  of  the  districts  included  in  the  study 
were  formed  in  areas  in  which  some  irrigation  development  had 
already  occurred,  usually  under  some  kind  of  formal  organization. 
Thus  ordinarily  they  involved  reorganization  from  some  other 
form  of  enterprise.  The  purposes  of  reorganizing  included  financ- 
ing of  additional  water  supplies — either  natural  flow,  storage  or 
both — consolidation  of  neighboring  irrigation  systems,  reconstruc- 
tion or  extension  of  existing  systems,  or  drainage  of  irrigated 
lands.  Some  districts  replaced  water  users'  associations  on  Federal 
reclamation  projects,  for  the  purpose  of  acting  as  fiscal  agents 
for  the  United  States  in  the  collection  of  charges  from  water 
users  and  for  the  eventual  operation  of  the  project  systems.11  Still 
others  were  organized  to  take  over  and  complete  or  rehabilitate 
irrigation  systems  constructed  by  development  companies. 

10  Active  districts  included  those  in  preliminary  stages  and  under  construc- 
tion, as  well  as  operating  districts. 

11  The  original  policy  of  the  Bureau  of  Reclamation  (formerly  the  United 
States  Reclamation  Service)  was  to  encourage  the  formation  on  Federal 
reclamation  projects  of  water  users'  associations,  which  were  private  cor- 
porations. Several  years'  experience  led  the  Bureau  to  encourage  substitu- 
tion of  the  irrigation-district  form  of  organization  for  existing  water  users' 
associations  and  to  insist  upon  the  district  form  for  most  of  the  later  projects 
(U,  pp.  59-61). 
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Of  those  irrigation  districts  studied,  only  four  were  organized 
for  the  purpose  of  constructing  entirely  new  irrigation  projects. 

MUTUAL  IRRIGATION  COMPANIES 

Many  mutual  irrigation  companies  originated  as  subsidiaries  of 
land-development  companies.  The  usual  procedure  in  these  cases 
was  for  the  promotion  company  (1)  to  acquire  holdings  of  un- 
developed land,  (2)  to  build  an  irrigation  system,  (3)  to  organize 
an  irrigation  company,  (4)  to  deed  the  irrigation  system  to  the 
company  in  exchange  for  all  its  capital  stock,  and  (5)  to  sell  to 
settlers  parcels  of  irrigable  land  together  with  proportionate 
shares  of  irrigation-company  stock.  When  the  majority  of  the 
acreage,  or  some  higher  percentage  fixed  by  agreement,  had  been 
sold,  the  purchasers  automatically  assumed  control  of  the  irriga- 
tion enterprise,  which  thereupon  acquired  full  mutual-company 
status. 

Other  mutual  companies  were  organized  by  groups  of  settlers 
without  outside  promotion.  The  settlers  took  capital  stock  in 
exchange  for  their  respective  interests  in  the  irrigation  works 
that  had  been  acquired  by  purchase  or  by  doing  construction 
work.  Several  of  the  mutual  companies  studied  were  formed  to 
take  over  the  systems  of  irrigation  districts  or  commercial  com- 
panies that  had  failed  financially  or  that  had  proved  unsatisfac- 
tory for  other  reasons. 

COMMERCIAL  IRRIGATION  COMPANIES 

Commercial  irrigation  companies  included  in  the  study  are 
divided  equally  between  (1)  those  that  were  originally  promoted 
in  conjunction  with  land-selling  enterprises  and  (2)  those  that 
were  not  so  promoted. 

Promoters  of  most  companies  in  the  first  group  expected  to 
derive  profits  from  the  sale  of  land.  They  bought  large  blocks 
of  undeveloped  land,  built  irrigation  systems,  and  subdivided  and 
sold  the  lands  with  "water  rights'5  to  settlers.  Eventual  transfer 
of  the  irrigation  systems  to  the  settlers  was  sometimes  contem- 
plated but  for  one  reason  or  another  it  was  not  carried  out. 

Organizers  of  the  commercial  companies  in  the  second  group 
expected  to  profit  from  the  sale  of  "water  rights"  and  from  annual 
charges  made  for  operating  the  irrigation  systems.  Many  of  these 
projects  were  financed  by  managers  of  capital  in  the  East  and  in 
Europe. 

Organizational  Procedure 

districts 

A  public  district,  whether  an  irrigation  district  or  a  district 
of  some  other  type,  is  organized  pursuant  either  (1)  to  the  specific 
detailed  procedure  provided  in  a  general  act  of  the  legislature,  or 
(2)  to  a  special  act  of  the  legislature,  and  in  no  other  way.  Most 
of  the  districts  formed  in  the  West  for  irrigation  purposes  were 
organized  under  general  enabling  acts,  many  of  which  require 
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a  favorable  vote  on  the  part  of  either  the  landowners  or  the 
general  electors  within  the  boundaries  of  the  proposed  district. 

IRRIGATION  DISTRICTS 

An  irrigation  district  with  defined  boundaries  is  usually  created 
by  the  county  governing  board  or  court,  at  the  instance  and  with 
the  consent  of  a  designated  fraction  of  the  landowners  or  citizens 
within  the  area,  expressed  by  petition,  election,  or  both,  depend- 
ing upon  the  irrigation-district  law  of  the  particular  State.  That 
is,  the  organization  of  a  district  is  ordinarily  initiated  by  peti- 
tion, some  or  all  of  the  signers  being  owners  of  land  within  the 
proposed  district  (13,  pp.  5-8). 12  The  petition  is  presented  to  and 
acted  upon  by  the  governing  body  or  court  of  the  county  in  which 
the  largest  acreage  of  land  proposed  for  inclusion  is  situated. 
Hearings  are  held  at  which  applications  for  the  inclusion  or  exclu- 
sion of  lands  are  passed  upon.  The  county  tribunal  must  find 
whether  the  law  has  been  complied  with.  It  must  also  fix  the 
boundaries  of  the  proposed  district  in  order  not  to  exclude  land 
that  could  be  irrigated  from  the  proposed  source  or  sources,  and 
not  to  include  land  that  will  not  be  benefited  by  inclusion. 

Some  statutes  provide  that  a  preliminary  report  by  the  State 
Engineer  or  other  State  official  must  be  made  before  the  organiza- 
tion of  a  proposed  district  is  completed.  In  many  States  an 
election  must  be  held  and  a  favorable  vote  cast  before  the  district 
may  be  declared  to  be  organized.  As  it  is  a  public  or  govern- 
mental organization,  an  irrigation  district  thus  can  be  created 
against  opposition  expressed  by  the  votes  of  a  part  of  the  com- 
munity. The  lands  of  the  objectors  are  nevertheless  included 
if  these  lands  will  benefit  from  the  proposed  improvement;  and 
these  lands,  as  well  as  those  of  the  willing  landowners,  are  subject 
to  assessments  for  district  purposes. 

In  many  Western  States,  the  engineering  plan  and  method  of 
financing  of  the  proposed  district  are  subject  to  review  by  desig- 
nated State  authorities.  In  most  cases,  their  reports  are  advisory. 
In  others,  their  approval  of  specific  matters  is  required. 

OTHER  DISTRICTS 

Methods  of  organizing  other  districts  for  irrigation  purposes 
vary  widely,  even  among  the  few  types  included  here.  For  exam- 
ple, the  organization  of  either  an  Arizona  electrical  district  or  a 
California  water  district  is  proposed  by  a  petition  signed  by  the 
requisite  number  of  landowners  in  the  proposed  district.  This  is 
followed  by  a  hearing  before  the  board  of  county  supervisors.  An 
organization  election  is  then  held  without  referring  the  matter 
to  any  State  administrative  official.  A  Colorado  water-conservancy 
district  is  formed  by  the  district  court  of  the  county  containing 
the  largest  acreage  within  the  proposed  district  boundaries,  upon 
petition  signed  by  the  required  number  of  owners  of  irrigated  and 
nonirrigated  lands.    A  Nebraska  public  power  and  irrigation  dis- 

12  Utah  irrigation-district  law  (28,  sec.  100-9^-1)  contains  an  optional 
provision  that  the  petition  may  be  signed  by  the  Governor,  upon  recom- 
mendation of  the  State  Engineer. 
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trict  is  formed  by  the  State  Department  of  Roads  and  Irrigation 
upon  petition  signed  by  15  percent  or  more  of  the  electors  of  each 
municipality  and  township  within  the  proposed  boundaries.  Be- 
fore it  approves  the  formation  of  the  district,  the  Department  must 
study  the  proposed  project  and  decide  whether  it  is  generally 
feasible. 

MUTUAL  IRRIGATION  COMPANIES 
INCORPORATED  COMPANIES 

The  general  corporation  law  of  the  State  specifies  the  procedure 
for  organizing  a  corporation.  This  generally  includes  the  execu- 
tion by  a  minimum  number  of  persons  of  the  articles  of  incorpora- 
tion, which  must  contain  statements  on  certain  designated  matters 
and  may  contain  such  others  as  the  incorporators  deem  necessary. 
The  articles  are  filed  with  a  designated  public  official  or  officials, 
for  example,  the  county  clerk  of  the  county  in  which  the  principal 
place  of  business  is  to  be  situated  and  the  Secretary  of  State. 
In  some  States  a  certificate  of  incorporation  is  issued.  In  any 
State,  the  time  at  which  the  corporate  existence  begins  depends 
upon  the  provisions  of  the  statute.13 

Issuance  of  securities  by  mutual  companies  is  subject  to  restric- 
tion in  States  that  have  corporate  securities  acts  known  as  "blue- 
sky  laws".  However,  no  report  by  a  public  official  concerning 
the  water  supply  or  feasibility  of  a  proposed  enterprise  is  neces- 
sary before  incorporation.  No  public  hearings  or  elections  are 
conditions  precedent  to  organization,  as  is  characteristic  of  the 
formation  of  irrigation  districts. 

UNINCORPORATED  ASSOCIATIONS 

Unincorporated  irrigation  associations  are  initiated,  held  to- 
gether, and  operated  by  means  of  contracts  between  the  mem- 
bers. Organization  of  such  an  association  involves  only  the  execu- 
tion of  such  a  contract.  The  procedure  as  to  organizing  is  what- 
ever the  members  choose  to  make  it.  No  controlling  legislation 
is  in  effect  and  no  specific  procedure  must  be  followed. 

Membership  contracts  of  unincorporated  associations  take  vari- 
ous forms.  Some  are  verbal  understandings  only.  Other  small 
groups  of  water  users  have  short  written  agreements  signed  by 
the  members.  Others  have  more  elaborate  documents,  which  are 
signed  and  acknowledged  by  the  participants.  These  documents 
are  sometimes  drawn  up  by  attorneys  along  the  lines  prescribed 
by  statute  for  articles  of  incorporation  of  corporations.  Thus  the 
forms  of  the  governing  contracts,  whether  verbal  or  written,  sim- 
ple or  elaborate,  and  the  processes  of  entering  into  the  contracts, 
depend  entirely  upon  the  wishes  of  the  contracting  parties. 

FORMER  CORPORATIONS 

Some  unincorporated  associations  were  formerly  incorporated 
but  have  lost  their  corporate  status.     In  some  cases,  this  came 

13  The  pertinent  provisions  of  the  California  and  Utah  corporation  laws 
are  summarized  in  a  study  of  mutual  companies  in  these  two  States  (16,  pp. 
190-200). 
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about  because  of  failure  to  renew  their  corporate  life  upon  ex- 
piration of  the  period  of  time  for  which  they  were  incorporated. 
In  others,  it  resulted  from  failure  to  file  the  annual  reports  re- 
quired by  law.  In  still  other  instances,  formally  incorporated 
irrigation  companies  have  been  classed  by  controlling  State  officials 
as  delinquent  and  unauthorized  to  act  as  corporations  because 
the  company  officers  failed  to  pay  the  corporation  tax,  or,  if  non- 
profit, to  file  the  statements  necessary  to  establish  exemption  from 
payment  of  the  tax. 

COMMERCIAL  IRRIGATION  COMPANIES 

The  procedure  in  organizing  a  commercial  irrigation  company, 
incorporated  or  otherwise,  is  the  same  as  that  for  organizing  a 
mutual  irrigation  company.  If  incorporated,  it  is  organized  under 
the  same  law.  It  may  be  formed  by  the  minimum  number  of 
incorporators  specified  by  the  corporation  law.  The  State  agency 
which  regulates  the  rates  and  services  of , public-utility  irrigation 
companies,  in  States  that  provide  for  such  regulation,  has  juris- 
diction only  when  the  company  is  ready  to  engage  in  business. 
That  is,  a  company  may  incorporate  for  the  stated  purpose  of 
distributing  water  to  the  public  for  compensation,  by  following 
the  procedure  provided  in  the  general  corporation  law,  and  without 
applying  to  the  State  regulatory  commission  for  permission  to 
organize.  After  organization,  the  actual  performance  of  its  func- 
tions becomes  subject  to  regulation  of  whatever  character  the 
public-service  legislation  may  provide. 

Powers 

irrigation  districts 

The  powers  of  an  irrigation  district  are  prescribed  by  the 
statute  under  which  it  is  organized.  It  has  no  powers  other 
than  those  specifically  stated  in  the  statute  or  necessarily  implied 
thereby.14  This  limitation  applies  also  to  public  districts  of  other 
types. 

The  basic  powers  accorded  to  irrigation  districts  in  the  various 
States  are  those  necessary  to  accomplish  the  primary  purpose  of 
this  type  of  organization,  which  is  to  provide  water  for  the 
irrigation  of  lands  and  to  tax  the  lands  to  pay  the  cost.  To  this 
end,  the  district  may  acquire  water  rights,  water  supplies,  and 
other  property  by  purchase  or  condemnation;  it  may  construct 
and  operate  irrigation  works ;  and  it  may  deliver  water  for  irriga- 
tion, domestic,  and  other  purposes  to  lands  within  its  boundaries. 
It  may  issue  bonds  or  other  obligations  in  order  to  obtain  cap- 
ital. It  may  also  obtain  revenue  for  the  payment  of  interest  and 
retirement  of  the  principal  of  its  indebtedness,  and  for  the  neces- 

14  "An  irrigation  district  is  a  public  corporation  or  agency  and  has  only 
such  powers  as  are  given  to  it  by  the  Legislature.  Its  board  of  directors  has 
no  power  to  dispose  of  the  district's  property  other  than  in  the  manner  pro- 
vided by  law,  and  all  contracts  or  purported  contracts  of  the  district  which  are 
beyond  the  scope  of  the  power  given  by  statute  are  void."  Allen  v.  Hussey, 
101  Calif.  App.  (2d)  457,  472,  225  Pac.  (2d)  674,  682-683  (1950;  hearing 
denied  by  supreme  court  1951). 
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sary  expenses  of  operation  and  maintenance,  from  the  levy  and 
collection  of  assessments  against  benefited  lands  within  its  boun- 
daries. In  some  cases  this  will  be  through  its  own  district  tax 
procedure  and  in  others  through  the  tax  procedure  of  the  county 
in  which  the  district  is  located. 

Additional  powers  are  variously  granted  by  the  district  statute. 
These  may  include  authorization  for  making  tolls  or  charges  for 
the  use  of  water,  either  in  addition  to  assessments  or  in  lieu  of 
them;  for  making  drainage  improvements,  and  assessment  of  the 
cost  against  benefited  lands ;  for  generation  and  disposal  of  elec- 
tric energy ;  for  sale  or  lease  of  excess  water  for  use  within  or  out- 
side the  district  boundaries,  ordinarily  for  limited  periods;  and 
for  cooperation  with  other  districts  and  with  State  and  Federal 
agencies. 

MUTUAL  IRRIGATION  COMPANIES 

* 

CORPORATIONS 

The  powers  of  an  incorporated  mutual  company  are  those 
conferred  by  the  corporation  law  and  by  the  articles  of  incorpora- 
tion executed  pursuant  to  the  law,  or  necessarily  implied  by  the 
purposes  for  which  the  company  is  formed.  These  powers  usually 
include  issuance  of  capital  stock ;  incurring  of  indebtedness,  issu- 
ance of  bonds  or  other  evidences  of  such  indebtedness,  and  mort- 
gaging of  the  company's  property  to  secure  its  repayment; 
acquisition  of  water  rights,  water  supplies,  rights-of-way,  and 
other  property ;  acquisition,  construction,  and  operation  of  irriga- 
tion works ;  diversion,  impounding,  and  delivery  of  water  for  irri- 
gation of  shareholders'  lands  and  for  their  domestic  purposes; 
levy  of  assessments  against  the  capital  stock  of  the  corporation 
for  the  purpose  of  obtaining  revenue;  and  in  many  cases  col- 
lection of  tolls  or  charges  for  use  of  water  (16,  pp.  20-22).  In 
many  Western  States  mutual  companies  may  condemn  rights-of- 
way  for  the  conveyance  of  water. 

The  mutual  or  nonprofit  status  of  a  corporation  is  often  indi- 
cated by  a  statement  in  the  articles  that  the  principal  purpose  of 
the  company  is  to  provide  water  for  irrigation  and  domestic  uses 
to  the  holders  of  its  capital  stock  only. 

Bylaws  govern  the  relations  between  stockholders  and  officers, 
and  hold  the  officers  to  specific  policies  and  procedures.  Rules 
and  regulations  relate  to  delivery  of  water. 

UNINCORPORATED  ASSOCIATIONS 

As  unincorporated  associations  exist  by  virtue  of  simple  agree- 
ment among  members,  they  may  engage  in  any  enterprise  in 
which  a  single  natural  person  may  engage.  Necessarily,  however, 
they  do  not  enjoy  the  peculiar  rights  and  privileges  and  the 
broad  powers  of  internal  administration  that  are  incident  to  cor- 
porate status  (16,  pp.  25-27).  In  many  Western  States  individ- 
uals may  condemn  rights  of  way  across  neighboring  lands  for 
their  irrigation  ditches,  or  they  may  have  the  right  to  enlarge 
a  neighbor's  ditch  for  the  purpose  of  obtaining  water  for  irriga- 
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tion,  upon  payment  of  just  compensation.  In  these  jurisdic- 
tions members  of  an  unincorporated  association  may  take  such 
action  jointly. 

FORMER  CORPORATIONS 

Companies  that  have  lost  their  corporate  status  are  no  longer 
entitled  to  exercise  the  powers  and  to  enjoy  the  privileges  of  cor- 
porations.. However,  a  number  of  irrigation  associations  of  this 
kind  continue  to  operate  in  much  the  same  way  as  when  their 
corporate  charters  were  in  effect.  No  written  agreements  among 
the  water  users  are  in  effect,  other  than  those  contained  in  the 
articles  of  incorporation,  bylaws,  and  stock  certificates  of  the 
former  corporate  entity.  These  agreements,  although  no  longer 
those  of  corporation  stockholders,  apparently  have  been  contin- 
ued in  some  cases  by  tacit  consent  of  the  parties,  and  in  others 
without  realization  on  their  part  that  the  corporate  charter  has 
expired.15 

COMMERCIAL  IRRIGATION  COMPANIES 

The  powers  of  an  incorporated  commercial  company  are  derived 
from  the  corporation  law  under  which  it  is  organized  and  from 
its  articles  of  incorporation,  as  in  the  case  of  a  mutual  company. 
It  may  acquire  properties  by  purchase.  In  addition,  if  it  is  a 
public  utility,  it  has  the  broad  powers  of  eminent  domain  accorded 
to  corporations  engaged  in  service  to  the  public.  The  articles  of 
incorporation  may  or  may  not  delimit  the  area  within  which  the 
company  is  empowered  to  serve  water  for  compensation.  In  some 
cases,  the  extent  of  the  service  area  is  determined  by  the  practices 
of  the  company  in  building  its  works  and  delivering  water. 

Many  commercial  companies  that  were  organized  primarily  for 
irrigation  service  deliver  water  for  other  purposes  as  well — 
domestic,  municipal,  and  industrial.  Often  these  services  give 
the  company  greater  returns  than  its  irrigation  service.  The  rev- 
enue of  a  number  of  public-utility  water  companies  in  California 
from  sales  of  water  for  domestic  and  industrial  purposes  exceeds 
that  from  sales  for  irrigation. 

FUNDAMENTAL    DISTINCTION    BETWEEN    MUTUAL    AND    COMMERCIAL 

SERVICE 

The  distinction  between  the  services  rendered  by  mutual  irriga- 
tion companies  and  commercial  companies,  and  the  powers  of  these 
respective  organizations  to  render  the  service,  depends  neither 
upon  the  law  under  which  they  were  organized  nor  upon  the 
method  of  organizing,  as  shown  above.  The  distinction  lies  in 
the  purpose  of  the  company — in  the  one  case,  this  is  to  provide 

15  In  1935  one  of  the  authors  of  this  report  called  the  attention  of  officers 
of  a  small  mutual  company  to  the  fact  that  the  company  was  carried  on  the 
State  list  of  delinquent  corporations  because  of  failure  to  pay  the  corporation 
tax  or  to  establish  the  exemption  accorded  to  nonprofit  corporations,  and 
that  the  company  would  be  unable  to  embark  upon  a  proposed  undertaking 
until  this  situation  was  corrected.  The  surprised  officers  promptly  took  steps 
to  have  the  company  reinstated  as  a  corporation. 
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water  at  cost  to  the  members  or  stockholders  only;  in  the  other, 
to  distribute  water  to  selected  consumers,  or  to  the  public,  for 
the  profit  of  the  owners  of  the  enterprise — and  in  the  methods 
used  to  attain  that  purpose.  Classification  of  an  irrigation  com- 
pany as  mutual  or  as  commercial  is  of  practical  importance  to  both 
the  company  and  the  water  users,  with  respect  to  tax  liability 
and  to  public  regulation  of  rates  and  services. 

The  articles  of  incorporation  may  limit  a  company  to  the  service 
of  water  to  its  own  stockholders.  In  this  case,  if  a  company 
actually  delivers  water  to  no  one  else,  it  is  classified  as  mutual. 
This  is  the  usual  situation  with  respect  to  operating  mutual  irriga- 
tion corporations.  However,  various  irrigation  enterprises  that 
have  operated  only  on  a  mutual  basis  were  originally  incorporated 
with  additional  powers  incident  to  commercial  status.  They  have 
since  found  it  advantageous  to  amend  their  articles  of  incorpora- 
tion in  order  to  restate  their  mutual  purpose  and  limit  their 
powers  accordingly.  A  California  enterprise,  originally  intended 
as  mutual  only,  installed  a  subsidiary  domestic  water  system 
and  sold  water  therefrom  to  persons  who  were  not  stockholders. 
To  avoid  public  regulation  of  its  entire  enterprise,  this  company 
organized  a  subsidiary  public-utility  corporation  to  handle  the 
domestic  service.  All  of  the  domestic  company's  stock  was  held 
by  the  irrigation  company  and  the  domestic  company  held  enough 
snares  in  the  irrigation  company  to  cover  its  water  requirements. 
In  other  instances,  corporations  that  have  dual  powers  or  fol- 
low dual  practices,  partly  mutual  and  partly  commercial,  have 
established  their  classification  as  either  mutual  or  commercial  by 
restating  their  corporate  powers,  either  by  amendment  of  their 
articles  or  by  reincorporation,  and  by  conforming  thereto  in 
actual  practice. 

Type  of  Agriculture 

The  history  of  irrigation  development  in  the  West  reveals  no 
significant  relationship  between  type  of  management  of  projects 
and  type  of  agriculture  carried  on  in  the  area  affected.  Develop- 
ment by  commercial  companies  occurred  in  areas  in  which  inten- 
sive irrigation  farming,  including  production  of  citrus  crops,  had 
been  carried  on  for  many  decades.  It  occurred  also  in  areas  in 
which  general  farming  had  consistently  prevailed.  But  regardless 
of  the  type  of  farming,  mutual  companies  succeeded  many  of 
these  commercial  enterprises.  In  Utah,  where  both  intensive  and 
extensive  irrigation  farming  is  carried  on  in  various  parts  of  the 
State,  mutual  enterprises  have  been  the  rule  from  earliest  times. 
Districts,  also,  have  operated  in  the  West  under  many  types  of 
farming.  Selection  of  a  type  of  organization  for  a  given  or  a  pro- 
posed enterprise  has  depended  upon  various  factors.  Probably, 
type  of  farming  has  been  the  controlling  factor  in  only  a  few 
cases.  So  far  as  the  enterprises  included  in  the  study  are  con- 
cerned, organization  and  reorganization  in  various  forms  took 
place  without  regard  to  type  of  farming.  This  is  apparently  true 
of  irrigation  projects  generally. 

In  each  group  of  organizations  the  agriculture  of  individual 


IRRIGATION-ENTERPRISE  ORGANIZATIONS  21 

enterprises  ranged  from  extensive,  in  which  the  crops  were  chiefly 
hay  and  grain,  with  very  few  or  no  intensive  crops  such  as  sugar 
beets,  vegetables  or  fruit,  to  an  intensive  type  in  which  almost 
the  entire  acreage  was  in  orchards.  Mutual  companies  had  a 
somewhat  lower  proportion  of  intensive  crops  and  districts  a 
somewhat  higher  proportion.  General  farming  predominated  in 
39,  or  more  than  two-thirds,  of  the  enterprises  in  the  study. 

The  three  types  of  organizations  were  comparable  in  average 
acreage  irrigated  per  enterprise.  Mutual  companies  and  districts 
averaged  about  20,000  acres  each  and  commercial  companies  about 
17,000  acres. 

Irrigated  acres  per  farm,  averaged  for  all  enterprises  and  all 
types  of  agriculture  in  the  several  groups,  were  51  for  commercial 
companies,  59  for  districts,  and  88  for  mutuals.  Type  of  organiza- 
tion apparently  did  not  influence  these  differences. 

The  size  of  irrigated  farms  varied  widely ;  the  average  acreage 
in  general  farms  per  enterprise  ranged  from  10  to  480  acres. 
Deciduous  orchards  averaged  from  10  to  24  acres  per  enterprise 
and  citrus  fruit  and  avocados  from  6V2  to  20  acres.  Rice  was 
grown  chiefly  in  two  enterprises  and  it  was  one  of  the  principal 
crops  in  two  others.  The  range  in  average  size  of  irrigated  rice 
farms  was  160  to  600  acres.  Many  of  the  projects  studied  included 
part-time  farms  and  suburban  garden  tracts,  which  averaged 
from  2  to  10  acres. 

Water  Supply 

Most  of  the  enterprises  examined  obtained  their  water  supplies 
primarily  from  surface  sources.  Only  two  relied  entirely  upon 
the  use  of  ground  water.  Most  diversions  were  made  by  gravity 
although  a  few  were  made  by  pumping  from  streams  or  lakes. 
Storage  was  widely  used  to  increase  available  supplies  and  to 
prolong  the  irrigation  season.  Dependence  on  storage  ranged  from 
cases  in  which  small  proportions  of  the  total  supplies  were  held 
temporarily  in  small  reservoirs  to  those  in  which  the  entire  sup- 
plies were  derived  from  storage. 

The  extent  to  which  the  water  supply  met  the  requirements 
of  lands  in  the  projects  varied  widely,  exclusive  of  supplemental 
supplies  obtained  by  individuals  by  pumping  or  from  other 
sources.16  Around  three-fifths  of  the  enterprises  had  supplies  of 
water  that  were  adequate  for  the  needs  of  currently  irrigated  land. 
Two-fifths  had  deficiencies  in  supplies  that  ranged  from  shortage 
of  late-season  water  in  occasional  years  to  a  chronic  shortage  of 
water  throughout  the  season. 

A  shortage  of  water  affects  the  agriculture  of  an  area  in  various 
ways.  Commonly  a  scarcity  of  water,  and  especially  of  late-season 
water,  prevents  the  raising  of  crops  that  require  a  good  deal  of 
water,  such  as  potatoes  and  sugar  beets.     It  limits  production 

16  Pumping  of  ground  water  by  individuals  to  supplement  available  project 
supplies  is  practiced  in  greater  or  less  degree  on  various  irrigation  projects. 
The  reports  for  11  of  the  organizations  studied  disclosed  this  feature 
specifically,  and  it  is  not  unlikely  that  supplemental  pumping  was  done  in 
other  cases. 
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largely  to  hay  and  grain.  But  where  the  raising  of  fruit  is  pos- 
sible, the  water  is  used  chiefly  for  orchards,  and  its  scarcity 
limits  the  raising  of  field  crops  of  all  kinds. 

The  proportion  of  fully  adequate  water  supplies  was  somewhat 
higher  for  the  districts  that  were  studied  than  for  the  mutual 
and  commercial  companies.  Many  districts  were  formed  to  finance 
storage  and  other  supplemental  water  supplies  for  preexisting 
projects  under  other  types  of  organization.  Also,  the  Bureau  of 
Reclamation  has  usually  required  the  district  form  of  organiza- 
tion for  projects  for  which  it  has  developed  supplemental  water 
supplies. 

Capital  and  Financing 

The  capital  of  any  irrigation  enterprise  is  invested  chiefly  in  its 
irrigation  system,  water  rights  and  necessary  lands  or  rights-of- 
way,  and  in  many  instances  in  land  and  buildings  for  office  and 
shops.  That  is,  capital  is  invested  in  facilities  for  developing 
or  diverting,  storing,  and  delivering  water  to  the  water  users. 

Prospective  water  users  often  provided  the  capital  for  small 
irrigation  enterprises  by  contributions  of  cash,  materials,  and 
labor  in  proportion  to  their  several  interests.  These  were  private 
enterprises,  owned  by  the  water  users,  and  the  irrigation  organiza- 
tions were  what  are  now  classified  as  mutual  irrigation  companies. 
Many  of  these  companies  began  as  simple  unincorporated  associa- 
tions, some  of  which  have  since  been  incorporated.  Others  began 
their  existence  as  corporations.  In  the  incorporated  companies, 
the  capital  so  provided  by  the  water  users  was  represented  by 
shares  of  the  company's  capital  stock. 

The  larger  projects,  however,  involved  initial  costs  of  construc- 
tion which  exceeded  the  immediate  resources  of  the  water  users. 
These  costs  were  met,  partly  or  wholly,  by  using  capital  provided 
by  others.  Thus  some  mutual  companies  that  began  with  the 
farmers'  own  capital  and  labor  subsequently  borrowed  on  bonds 
or  notes,  to  finance  extensions,  improvements,  and  additional  water 
supplies.  In  other  cases,  outside  investors  advanced  capital  with 
which  to  buy  land,  construct  irrigation  systems,  and  sell  the  land, 
together  with  shares  of  stock  in  mutual  companies;  or  to  build 
irrigation  systems  as  permanent  commercial  enterprises.  Irriga- 
tion districts,  with  their  powers  of  taxation,  came  to  be  used 
widely  for  financing  irrigation  improvements  and  supplemental 
water  supplies  of  existing  projects,  and  to  a  lesser  extent  for 
developing  entirely  new  projects.  The  Bureau  of  Reclamation 
deals  with  water  users  on  the  Federal  reclamation  projects  chiefly 
through  irrigation  districts. 

Sources  of  capital  for  irrigation  enterprises  were  private  in- 
vestors, State  governments,  and  various  agencies  of  the  Federal 
Government.  Federal  credit  was  particularly  important  during 
and  after  the  depression  of  the  1930's.  During  the  last  few 
decades  the  resources  of  private  capital  proved  insufficient  in 
many  cases.  As  a  consequence,  the  Federal  Government  became 
increasingly  important  as  a  source  of  financing  for  large  irrigation 
projects. 
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No  attempt  is  made  to  list  in  this  report  all  the  public  agencies 
that  loaned  money  to  irrigation  enterprises.  So  far  as  was  as- 
certained, those  that  extended  credit  to  organizations  in  the  study- 
are  indicated.  In  addition,  the  Farmers  Home  Administration 
makes  loans  under  the  water  facilities  program  to  individuals, 
incorporated  mutual  companies,  and  districts,  if  the  prospective 
borrower  meets  the  standards  of  eligibility.  These  loans  are  made 
for  the  purpose  of  installing  or  rehabilitating  irrigation  projects. 
By  statute,  the  maximum  that  may  be  loaned  to  any  one  borrower 
is  $100,000. 

IRRIGATION    DISTRICTS 
BONDS 

Bonds  of  an  irrigation  district  contain  a  promise  to  pay  a  definite 
sum  on  a  definite  date,  with  attached  interest  coupons  payable 
annually  or  semiannually,  usually  the  latter.  The  State  irrigation- 
district  statutes  usually  contain  provisions  relating  to  interest 
rates  or  maximum  interest  rates,  denominations,  maturities,  and 
procedure  for  the  sale  of  bonds. 

The  security  behind  assessment  bonds  of  an  irrigation  district 
consists  of  the  district's  power  and  duty  to  levy  assessments  upon 
the  benefited  lands  to  obtain  funds  to  pay  interest  and  principal 
as  due.  If  the  proper  officials  neglect  or  refuse  to  levy  such 
assessments,  bondholders  may  compel  the  levy  by  mandamus  pro- 
ceedings. 

Revenue  bonds  are  secured  by  a  pledge  of  specific  revenues,  such 
as  those  from  the  service  of  water  or  power,  and  not  by  the  levy 
of  assessments  against  land.  Some  irrigation  districts  have  statu- 
tory authority  to  issue  either  assessment  or  revenue  bonds. 

Extent  of  bond  financing. — Proceeds  from  sales  of  bonds  have 
been  the  chief  source  of  capital  used  by  irrigation  districts  for 
financing  construction  and  acquisition  of  irrigation  systems.  A 
study  of  such  districts  (/4,'pp.  26-39)  shows  that  as  of  the  year 
1928,  86  percent  of  all  districts  then  in  operation  or  constructing 
facilities  had  voted  bonds  and  83  percent  had  sold  part  or  all  of 
their  bond  issues.  The  financing  ability  of  irrigation  districts 
during  the  several  periods  of  favorable  bond  markets  is  indicated 
by  their  aggregate  experience  from  1888  to  1928,  when  most  of 
the  development  under  this  type  of  organization  took  place.17 
During  that  period  nearly  $225  million  worth  of  bonds  (of  a 
total  of  nearly  $444  million  voted  or  authorized  by  534  irrigation 
districts)  were  sold  by  442  irrigation  districts  in  13  of  the  17 
Western  States.  This  averages  about  a  half  million  dollars  to  the 
district.    However,  the  list  of  bonded  districts  includes  those  only 

17  The  13  States  in  which  the  bond-selling  districts  were  located  included 
all  of  the  17  Western  States  except  Kansas,  North  Dakota,  Oklahoma,  and 
South  Dakota,  in  none  of  which  had  bonds  of  irrigation  districts  been  either 
voted  or  sold  to  December  31,  1928.  Heaviest  sales  of  bonds  were  those 
of  California  districts;  these  sales  aggregated  about  $109  million,  or  nearly 
half  of  the  total.  Colorado  was  second,  with  about  $26  million,  followed  by 
Texas,  Idaho,  Arizona,  Oregon,  and  Washington,  in  the  order  named.  As  of 
December  31,  1928,  about  $185  million  worth  of  bonds  of  381  irrigation 
districts  in  these  13  States  were  outstanding. 
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partially  financed,  or  financed  only  partly  by  bond  issues ;  and  the 
size  of  bond  issues  per  district  and  of  bonded  indebtedness  per 
acre  varied  considerably. 

Twenty-one  of  the  24  irrigation  districts  studied  issued  bonds 
at  one  time  or  another.  Fourteen  of  these  districts  had  bonds 
outstanding  in  1945.  Of  the  7  others  that  issued  bonds,  5  had 
paid  off  their  bonded  indebtedness  and  the  2  remaining  had  re- 
funded their  bonds  with  other  obligations.  Difficulties  of  disposing 
of  their  bonds  were  encountered  frequently  by  these  districts, 
but  financing  was  accomplished  eventually  when  markets  became 
favorable.  In  most  cases,  bond  financing  was  the  primary  source 
of  capital.  The  original  bonds  of  most  of  the  districts  were  sold 
for  cash  to  private  investors.  Some  districts,  however,  exchanged 
their  original  bond  issues  for  title  to  irrigation  systems  and  water 
rights,  and  a  few  sold  parts  or  all  of  their  bond  issues  to  State 
or  Federal  agencies. 

The  bond  market. — Since  the  enactment  of  the  Wright  Act  of 
California  in  1887  and  the  first  sales  of  bonds  of  California  dis- 
tricts in  1888,18  the  market  for  irrigation-district  bonds  has  fluc- 
tuated. Before  the  financial  panic  of  1893,  the  market  for  these 
bonds  was  fairly  strong.  This  was  followed  by  a  period  of  district 
failures  and  a  resulting  inability  to  sell  bonds  except  in  small 
quantities  and  chiefly  to  local  buyers.  Around  the  turn  of  the 
century,  a  market  appeared  in  Chicago  and  other  eastern  finan- 
cial centers,  which  resulted  in  the  financing  of  some  conservative 
district  developments  and  subsequently  of  some  promotional  ones. 
The  promotional  phase  reached  its  climax  about  1910  and  ended 
2  or  3  years  later  with  a  second  series  of  district  defaults  and 
collapse  of  the  market  for  this  type  of  bond. 

After  the  second  series  of  district  defaults,  the  chief  outlet  for 
those  irrigation-district  bonds  that  were  sold  was  in  local  areas 
where  investors  were  familiar  with  the  merits  of  the  particular 
districts.  On  the  whole,  development  was  relatively  conservative. 
District  credit  gradually  improved,  with  the  result  that  a  good 
many  bonds  from  a  number  of  States  were  sold  before  and  during 
World  War  I.  For  upward  of  10  years  following  the  end  of  the 
war,  the  market  for  such  securities  was  unprecedented.  Many 
such  sales  were  made  to  California  investors,  but  the  market 
extended  also  to  the  Middle  West  and  East. 

During  the  later  1920's,  the  market  for  district  bonds,  as  well 
as  for  bonds  generally,  suffered  as  investors  became  interested 
chiefly  in  common  stocks.  The  depression  of  the  1930's  led  to 
defaults  by  many  irrigation  districts,  including  a  number  that 
previously  had  paid  all  their  obligations  as  due.  During  the  middle 
1930's,  the  chief  characteristic  of  district  financing  was  the  re- 

18  The  first  irrigation-district  legislation  was  enacted  by  the  Territory  of 
Utah  in  1865,  but  it  made  no  provision  for  bond  issues.  Most  districts  formed 
under  that  law  have  gone  out  of  existence,  and  the  few  that  remain  resemble 
present-day  irrigation  districts  very  little.  The  Wright  Act  of  California, 
enacted  in  1887,  has  served  as  a  model  for  irrigation-district  statutes  passed 
subsequently  in  all  other  17  Western  States,  including  Utah.  A  brief  history 
of  irrigation-district  development  and  financing  to  the  end  of  1928  is  given 
in  a  study  of  irrigation  districts    (14,  PP-  70-89). 
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financing  of  defaulted  issues  by  the  Reconstruction  Finance  Cor- 
poration. 

Most  of  the  recent  irrigation-district  financing  has  related  to 
the  refinancing  of  bonds  of  established  enterprises.  However, 
various  districts  obtained  Government  aid  during  the  depression 
of  the  1930's  and  the  period  of  recovery.  One  irrigation  district 
studied  received  from  the  Public  Works  Administration  a  loan 
secured  by  district  bonds,  and  a  grant  to  build  a  storage  reservoir 
that  would  supplement  the  water  supply  of  a  developed  area.  The 
extent  to  which  irrigation  districts  have  developed  new  projects 
within  the  last  few  years  has  not  been  ascertained,  but  it  is  not 
believed  to  have  been  substantial. 

State  investments  in  district  bonds. — Funds  of  several  States 
have  been  invested  in  bonds  of  irrigation  districts  within  their 
borders.  In  some  of  these  cases  investments  were  small  in  pro- 
portion to  the  total  amounts  of  bonds  sold  by  the  districts  in  ques- 
tion ;  in  others  they  covered  the  entire  bond  issues.  Some  of  this 
financing  was  done  to  further  irrigation  development.19  Bonds  of 
three  of  the  districts  studied  were  bought  by  the  respective  State 
governments. 

PROCEEDS  OF  ASSESSMENT  LEVIES 

A  district,  which  was  organized  to  supplement  the  water  supply 
of  a  settled  community  already  served  by  six  mutual  companies, 
financed  its  construction  program  primarily  on  a  "pay-as-you-go" 
basis,  from  the  proceeds  of  assessments,  supplemented  by  funds 
derived  from  bond  sales.  This  was  an  unusual  situation.  The 
general  rule  is  to  obtain  construction  funds  chiefly  by  borrowing 
and  to  repay  the  loans  gradually  over  a  period  of  years  from  the 
proceeds  of  assessments  against  the  lands. 

FEDERAL  RECLAMATION  CONSTRUCTION  REPAYMENT  CONTRACTS 

The  Secretary  of  the  Interior  was  required  by  the  Reclamation 
Act  (24,  sec.  4)  to  fix  per-acre  charges  on  lands  to  be  irrigated 
from  each  reclamation  project  "with  a  view  of  returning  to  the 
reclamation  fund  the  estimated  cost  of  construction  of  the  project." 
Reimbursement  of  operation  and  maintenance  costs  was  not  spe- 
cifically mentioned  in  the  original  act.  But  in  1913  the  United 
States  Supreme  Court  held  in  Swigart  v.  Baker  (229  U.  S.  187, 
197-199)  that  it  was  the  intent  of  Congress,  as  construed  in  sub- 
sequent statutes,  that  during  the  Government-held  period,  these 
costs,  as  well  as  costs  of  construction,  were  to  be  assessed  against 
the  lands  benefited. 

In  administering  the  reclamation  program,  the  Bureau  of 
Reclamation  found  it  desirable  to  deal  with  settlers  on  each  project, 
from  whom  it  had  accepted  applications  for  "water  rights," 
through  an  organization  of  the  water  users.     For  this  purpose  a 

19  Investments  in  district  bonds  by  six  States,  and  experiences  in  making 
such  investments,  to  the  end  of  1928,  are  discussed  in  a  study  of  irrigation 
districts   (i-4,  pp.  54-59). 
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form  of  organization  known  as  a  "water  users'  association"  was 
devised.  This  was  essentially  a  mutual  irrigation  company  of  a 
special  type ;  but  it  was  formed  under  the  corporation  law  of  the 
State,  and  the  settlers  held  stock  in  proportion  to  their  irrigable 
acreages.  Distinctive  features  were  appurtenance  of  stock  and 
"water  rights"  to  the  land,  and  provision  that  assessments  should 
become  liens  upon  both  stock  and  land.  The  association  was  em- 
powered to  enter  into  contractual  obligations  relating  to  collection 
from  its  stockholders  on  behalf  of  the  United  States  of  the  charges 
for  construction,  operation,  and  maintenance.  It  was  intended 
that  the  association  would  operate  the  irrigation  system  when 
the  Government  should  deem  it  desirable  to  turn  over  opera- 
tion to  the  water  users.  These  associations  were  often  quite 
successful.  An  example  is  the  Salt  River  Valley  Water  Users' 
Association,  which  operates  the  Salt  River  Project  in  Arizona. 

From  the  administrative  standpoint  of  the  Government,  the  col- 
lection procedure  of  the  water  users'  association  was  sometimes 
unsatisfactory.  The  only  way  to  collect  delinquent  charges  from 
a  water  user  was  to  bring  and  prosecute  an  individual  action. 
Owners  of  lands  within  the  projects  for  which  "water-right" 
applications  had  not  been  made  could  not  be  compelled  to  con- 
tribute to  the  operating  costs.  A  policy  then  was  adopted  of 
urging  amendments  to  the  State  irrigation-district  statutes  that 
would  specifically  authorize  districts  to  contract  with  the  United 
States  on  Federal  projects,  and  of  urging  replacement  of  ex- 
isting water  users'  associations  with  irrigation  districts.  The 
purpose  of  this  was  to  permit  collection  of  charges  through  the 
district  taxing  machinery  and,  with  respect  to  new  projects,  to 
replace  many  contracts  with  one.  The  desired  amendments  were 
obtained.  Today,  with  comparatively  few  exceptions  (see  "Fed- 
eral reclamation  construction  repayment  contracts"  under  "Mu- 
tual irrigation  companies,"  below)  contracts  relating  to  Federal 
projects  are  negotiated  or  renegotiated  with  district  organiza- 
tions.20 

The  United  States  financed  the  original  construction  of  six  of 
the  districts  studied,  in  connection  with  Federal  reclamation  proj- 
ects. Four  of  these  districts  were  formed  to  succeed  water  users' 
associations  on  such  projects.  One  executed  contracts  with  the 
United  States  after  having  failed  to  finance  its  irrigation  construc- 
tion through  the  sale  of  bonds.  Several  others  entered  into  con- 
tracts with  the  United  States  for  supplemental  supplies  of  storage 
water  or  for  other  purposes  incident  to  their  irrigation  purposes. 

20  The  Omnibus  Adjustment  Act  of  May  25,  1926  (25,  sec.  46)  provided 
that  no  water  should  be  delivered  upon  completion  of  any  new  project, 
or  new  division  of  a  project,  until  a  contract  had  been  made  with  an  irrigation 
district  or  districts  organized  under  State  law.  The  Reclamation  Project  Act 
of  August  4,  1939  (26,  sec.  9  (d) )  provided  that  no  water  should  be  delivered 
for  irrigation  in  connection  with  a  new  project,  new  division  of  a  project, 
or  supplemental  works  until  an  organization  approved  by  the  Secretary  of 
the  Interior  had  entered  into  a  repayment  contract.  It  provided  also  (26, 
sec.  2  (g) )  that  the  term  "organization,"  as  used  in  the  act,  should  mean 
any  conservancy  district,  irrigation  district,  water  users'  association,  or  other 
organization,  organized  under  State  law  and  having  the  requisite  contractual 
capacity. 
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REFINANCING 

Various  irrigation  districts  had  refunded  their  original  bond 
issues  before  the  depression  of  the  1930's.  Some,  and  possibly 
most,  of  these  refundings  were  made  in  the  course  of  debt  adjust- 
ments with  creditors,  following  defaults  (11). 

The  depression  of  the  1930's  caused  many  districts  to  default 
upon  their  obligations.  Many  others  applied  to  the  Reconstruc- 
tion Finance  Corporation  for  refinancing  loans.  All  of  these 
applications  were  not  granted,  but  the  Reconstruction  Finance 
Corporation  had  a  large  part  in  the  history  of  irrigation-district 
refinancing.  Of  the  15  districts  in  the  present  study  that  com- 
pleted refinancing  programs,  10  were  able  to  refund  their  out- 
standing bonded  indebtedness  through  loans  from  the  Reconstruc- 
tion Finance  Corporation  and  thereby  to  improve  substantially 
their  financial  positions.  Reductions  of  capital  indebtedness  so 
effected  were  considerable;  the  prices  at  which  the  old  bonds 
were  retired  ranged  from  about  40  to  75  cents  on  the  dollar.  In 
addition,  the  interest  rate  was  reduced  in  all  the  cases  studied, 
usually  from  6  to  4  percent.  Usually  the  refunding  bonds  were 
issued  directly  to  the  Reconstruction  Finance  Corporation,  which 
sold  many  of  them  to  private  investors.  Since  they  were  refinanced 
by  the  Reconstruction  Finance  Corporation,  several  districts  have 
obtained  even  cheaper  money  from  private  sources  for  refunding 
and  other  purposes.  Some  of  them  have  obtained  loans  with 
interest  of  3  percent  or  less. 

Five  of  the  districts  studied  refinanced  without  loans  from  the 
Reconstruction  Finance  Corporation.  The  refundings  were  made 
with  loans  from  private,  Federal,  or  State  sources. 

DEFAULTS 

The  depression  that  followed  the  financial  crisis  of  1929  re- 
sulted in  defaults  by  many  districts  that  had  previously  maintained 
their  credit.  A  canvass  of  all  irrigation  districts  in  the  Western 
States  made  in  1929  (1U,  pp.  39-43)  showed  that  for  all  bonds 
sold  through  1928,  71  percent  were  in  good  standing,  that  is, 
all  interest  and  principal  had  been  paid  as  due.  But  information 
obtained  then  and  shortly  thereafter  indicated  that  new  defaults 
were  developing  and  that  the  percentage  of  bonds  in  good  stand- 
ing was  about  to  be  sharply  reduced.  For  several  years  there- 
after, the  aggregate  number  of  districts  in  default  mounted 
steadily. 

Of  21  irrigation  districts  studied  that  issued  bonds,  13  de- 
faulted ;  8  have  made  all  payments  of  principal  and  interest  as  due. 
Three  had  defaulted  at  one  time  or  another  on  payments  due  the 
United  States  under  construction  contracts.  Others  apparently 
made  all  of  their  payments  under  United  States  contracts  as  due, 
except  for  those  deferred  by  reason  of  moratoria. 

The  position  of  most  of  the  districts  that  had  been  in  trouble 
10  years  earlier  had  improved  when  the  canvass  for  the  study 
reported  upon  here  was  made  in  1946  and  1947.  Most  districts 
were  then  reported  to  be  paying  their  current  obligations  as  due. 
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Three  were  reported  in  default  on  bond  payments  and  one  on 
payments  due  under  a  construction  contract  with  the  United  States. 
Three  districts,  all  of  which  had  previously  defaulted  and  had  been 
refinanced  on  favorable  terms,  have  since  retired  bonds  ahead  of 
schedule,  in  some  cases  at  premiums.  Another,  also  previously 
in  default  and  refinanced,  has  set  up  a  sinking  fund  to  retire  a 
bond  series  of  $2,000,000  in  1959,  although  it  is  not  due  until 
1986. 

OTHER   DISTRICTS 

Of  the  districts  studied,  those  that  were  organized  under  State 
laws  other  than  irrigation-district  statutes  typify  several  methods 
of  financing. 

The  Arizona  electrical  district  and  the  California  water  district 
were  financed  wholly  by  private  capital.  The  electrical  district 
sold  bonds  to  finance  the  construction  of  a  power-distribution 
system  that  would  enable  landowners  to  pump  water  individually 
for  irrigation.  Bonds  were  made  payable  from  collections  of 
taxes. 

The  water  district  traded  revenue  bonds  to  a  public-utility  irri- 
gation company  for  a  part  of  the  irrigation  system  of  the  latter, 
and  refunded  these  bonds  with  an  issue  that  sold  readily  to  the 
public.  All  revenues  from  the  sale  of  water  for  irrigation  were 
pledged  to  secure  payment  of  principal  and  interest  of  the  bonds. 
The  bondholders  cannot  compel  the  exercise  of  the  taxing  power 
for  this  purpose. 

The  Colorado  water  conservancy  district  is  the  agency  con- 
tracting with  the  Bureau  of  Reclamation  to  repay  the  construc- 
tion costs,  allocated  to  irrigation,  of  a  large  multiple-purpose 
project. 

Several  public  power  and  irrigation  districts,  which  are  impor- 
tant in  Nebraska,  were  organized  after  the  enabling  act  was  passed 
in  1933.  These  districts  sold  bonds  in  large  numbers.  Of  those 
districts  in  the  present  study  and  those  associated  with  such  dis- 
tricts, by  far  the  larger  part  of  the  total  investment  was  for 
purposes  of  power.  These  are  revenue  bonds  only,  as  public 
power  and  irrigation  districts  do  not  have  the  taxing  power. 
Loans  secured  by  revenue  bonds,  and  grants,  were  obtained  from 
the  Public  Works  Administration.  The  irrigation  division  of  one 
of  these  districts  was  partly  financed  by  advances  from  an  asso- 
ciated district  organized  for  power  purposes  alone,  which  had 
sold  all  of  its  bonds  to  private  investors.  However,  the  amount  of 
this  loan  in  relation  to  the  amount  of  the  bonds  sold  by  the  creditor 
district  amounted  to  only  about  one-fourth  of  1  percent. 

INCORPORATED    MUTUAL    IRRIGATION    COMPANIES 

All  of  the  mutual  companies  studied  were  incorporated.  All 
except  one  were  in  good  standing  and  were  exercising  their  cor- 
porate privileges.  The  affairs  of  the  one  exception — a  former 
corporation  in  Utah  that  had  lost  its  corporate  standing — were 
administered  by  a  voluntary  association  of  water  users  pending 
reincorporation. 
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CAPITAL    STOCK 

Most  incorporated  mutual  irrigation  companies  have  shares  of 
capital  stock,  held  chiefly  or  entirely  by  the  water  users.  In  some 
cases,  some  of  the  shares  are  still  held  by  the  land  companies 
that  constructed  the  projects.  Only  one,  a  mutual  company  in 
Wyoming,  was  a  nonstock  corporation. 

The  number  of  shares  of  stock  outstanding  ranged  from  40 
to  100  percent  of  the  number  authorized  by  the  articles  of  incor- 
poration. In  most  cases,  it  was  more  than  80  percent.  Several 
companies  held  some  treasury  stock,  or  rented  out  shares  that 
had  never  been  sold.21 

What  shares  of  capital  stock  represent. — As  is  the  case  with 
a  commercial  irrigation  company  (or  any  other  private  corpora- 
tion), the  capital  stock  of  a  mutual  irrigation  company  represents 
ownership  of  the  corporate  assets.  Hence  a  water  user  who  owns 
shares  of  stock  in  the  mutual  company  that  serves  him  (as  most 
of  them  do)  is  part  owner  of  the  irrigation  system  from  which 
he  gets  his  supply  of  water.  But  in  contrast  to  the  commercial 
irrigation  company,  a  share  of  capital  stock  of  a  mutual  company 
also  represents  the  right  to  the  service  of  water  from  the  com- 
pany's system.  A  shareholder  pays  for  this  service  through  stock 
assessments  or  toll  charges,  or  both. 

Relation  of  shares  of  stock  to  land. — Shares  of  stock  of  a 
mutual  company  may  or  may  not  be  attached  to  specific  tracts  of 
land.  They  may  be  attached  to  land  either  by  way  of  "location" 
upon  specific  tracts,  resulting  from  contract  between  company  and 
shareholders  evidenced  by  articles  of  incorporation,  bylaws,  and 
stock  certificates,  or  by  representing  the  right  to  receive  water 
considered  appurtenant  to  such  tracts.  In  California,  mutual  com- 
panies may  attach  their  shares  to  specific  tracts  of  land  either  by 
making  them  appurtenant  under  a  special  statutory  procedure  or 
by  locating  them  upon  land  without  following  the  statute  (16,  pp. 
67-69).  If  not  attached  to  specific  tracts,  they  are  known  as 
"floating"  shares.  These  floating  shares  may  pass  freely  from  one 
holder  to  another  and  may  be  used  for  irrigation  of  any  tract 
that  can  be  served  from  the  system  as  normally  operated.  Re- 
strictions are  sometimes  imposed  by  the  management  upon  the 
transfer  of  water  from  one  lateral  to  another,  based  upon  capac- 
ities of  distributaries  and  requirements  of  operation.  This,  how- 
ever, is  a  matter  of  operation  and  management  that  is  within  the 
discretion  of  the  directors,  and  within  such  limitations  the  shares 
are  freely  transferable. 

Shares  of  mutual-company  stock  attached  to  specific  tracts  of 
land  show  the  designation  of  the  tracts  on  the  face  of  the  stock  cer- 
tificates. Shares  of  10  of  the  companies  in  the  present  study 
were  so  located,  or  they  represented  the  right  to  receive  appur- 
tenant water.     But  the  shares  of  4  of  these  organizations  were 

21  "Treasury  stock"  is  stock  that  has  been  issued  as  fully  paid  and  that 
subsequently  has  been  reacquired  by  the  corporation,  but  not  retired,  cancelled, 
or  restored  to  the  status  of  unissued  shares:  Ballantine  (2,  p.  614,  sec.  260). 
Mutual  irrigation  companies  usually  reacquire  their  own  shares  of  stock 
through  sales  or  forfeiture  for  delinquent  assessments. 
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reported  as  subject  to  transfer  to  other  tracts,  with  the  consent 
of  the  board  of  directors. 

In  many  cases  in  which  shares  of  stock  are  attached  to  land, 
the  ratio  of  shares  to  irrigable  acres  is  uniform.  The  ratio  of 
floating  shares  to  land  areas  varies  widely,  not  only  from  one 
company  to  another,  but  within  a  particular  company.  In  many 
cases  it  depends  upon  the  individual  needs  of  the  water  users 
for  water  and  upon  their  several  financial  circumstances. 

Stock  values. — The  par  value  of  a  share  of  stock  is  a  fixed  factor 
of  the  total  capitalization.  It  is  derived  from  the  total  capitaliza- 
tion and  the  total  number  of  shares.  In  mutual-company  finance, 
the  par  value  of  stock  is  of  secondary  importance  as  compared  with 
the  market  value.  The  par  value  of  stock  of  the  mutual  com- 
panies studied  ranged  from  $1  to  $30  a  share;  in  most  cases  it  was 
$10  a  share. 

The  market' value  of  floating,  or  nonappurtenant  stock,  which 
is  the  price  at  which  it  changes  hands  from  user  to  user,  is  re- 
lated very  little  or  not  at  all  to  the  par  value.  A  share  of  mutual- 
company  stock  obviously  can  have  a  market  value  only  when  it 
is  marketable.  It  is  marketable  only  when  it  can  be  sold  and 
transferred  separately  from  the  land  on  which  the  water  has  been 
used.  Hence  shares  that  are  attached  to  specific  tracts  of  land, 
and  cannot  be  transferred  to  other  land,  have  no  separate  market 
value.  Although  it  is  real  enough,  their  value  is  merged  with 
the  market  value  of  the  land.  The  par  value  of  stock  of  one 
company  studied  was  $25,  but  during  a  period  of  years  the  market 
value  ranged  from  $60  to  $150  a  share.  In  another  case,  al- 
though the  par  value  was  only  $30  a  share,  in  1931  the  market 
value  was  $265  and  during  1946  it  ranged  from  $675  to  $900. 
The  market  value  of  floating  stock  of  a  mutual  company  at  any 
given  time  is  determined  chiefly  by  the  net  prices  received  or 
expected  to  be  received  from  farm  products  and  the  state  of  the 
company's  water  supply  in  relation  to  the  seasonal  rainfall 
(iff,  pp.  59-65). 

Shareholders. — Mutual  irrigation  companies  having  stock  at- 
tached to  specific  parcels  of  land  usually  provide  that  holders  of 
shares  shall  be  owners  of  land  in  the  service  area,  or  shall  hold 
water  rights,  or  both.  In  the  case  of  floating  stock  of  the  com- 
panies examined,  no  qualifications  were  prescribed.  In  some  com- 
panies, shares  are  not  transferred  on  the  books  to  persons  who 
fail  to  present  evidence  of  ownership  of  land  within  a  defined  area. 
In  other  cases,  shares  are  transferred  on  the  company's  books 
to  any  purchaser,  but  the  service  area  of  the  company  is  defined 
and  water  is  not  delivered  outside  that  area  regardless  of  own- 
ership of  the  shares.  Cases  of  monopoly  of  floating  stock  of 
mutual  companies  for  speculation  appear  to  have  been  rare  (16, 
pp.  69-71).  Personal  qualifications  for  ownership  of  shares  of 
stock  of  mutual  companies  are  rarely  specified,  although  some 
companies  prescribe  qualifications  as  to  citizenship. 

The  largest  mutual  irrigation  company  with  respect  to  irrigated 
acreage  had  the  largest  number  of  shareholders,  and  the  smallest 
company  had  the  smallest  number.      For  the  other  companies 
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studied,  no  correlation  was  found  between  total  acreage  and  total 
number  of  shareholders. 

BONDS 

Bonds  of  mutual  irrigation  companies  are  secured  by  a  mort- 
gage upon  the  irrigation  system,  water  rights,  and  all  other  prop- 
erty of  the  company.  They  are  not  secured  by  the  land  served, 
unless  this  is  individually  provided  for  by  the  stockholders  of  the 
company  or  unless  assessments  against  the  capital  stock  are  made 
a  lien  upon  shareholders'  lands  as  well  as  upon  the  stock,  Irri- 
gated lands  are  made  liable  in  case  of  nonpayment  of  mutual- 
company  indebtedness  by  some  mutual  companies  but  this  is  not 
characteristic  of  these  enterprises  as  a  whole.  (See  discussion 
of  mutual-company  stock  assessments,  p.  43.) 

Comparatively  few  mutual  irrigation  companies  issued  bonds 
at  the  time  they  were  organized.  As  previously  indicated,  the 
assets  of  the  company  are  the  security  for  such  bonds.  This  is  in 
contrast  to  the  bonds  of  irrigation  districts  which  are  secured 
by  assessments  against  the  included  lands  and  the  legal  obligation 
of  the  districts  to  levy  such  assessments.  Hence,  a  mutual  com- 
pany organized  for  the  purpose  of  building  a  new  irrigation  sys- 
tem ordinarily  has  no  security  to  offer  for  bonds  issued  to  obtain 
funds  for  constructing  the  system.  Original  construction  of  mu- 
tual-company works  was  financed  chiefly  by  capital  provided  by 
promoters  who  built  the  systems  and  who  expected  to  be  reim- 
bursed through  sales  of  ■  'water  rights"  or  of  land  with  stock  or 
contract  rights  attached,  through  the  individual  means  and  labor 
of  the  settlers  themselves,  or  by  capital  from  other  sources. 
Some  companies  that  were  promoted  paid  something  when  they 
took  title  to  the  irrigation  systems,  although  many  paid  nothing. 
Bond  issues  of  mutual  companies  usually  came  later.  They  were 
for  improvements  and  extensions  of  the  irrigation  systems  and 
for  acquisition  of  supplemental  water  supplies. 

Indications  of  extent  of  bond  financing. — Complete  data  on  sales 
of  bonds  of  all  mutual  irrigation  companies  are  not  available. 
However,  studies  of  certain  groups  of  such  companies  indicate  that 
bonds  are  less  important  in  mutual-company  financing  than  in 
financing  irrigation  districts;  that  the  aggregate  bond  financing 
of  mutual  companies  has  not  been  comparable  with  that  of  irriga- 
tion districts ;  and  that  many  incorporated  mutual  companies  have 
not  issued  bonds.    The  results  of  three  such  studies  are  as  follows : 

A  study  of  mutual  irrigation  companies  published  in  1929  (10, 
p.  23),  which  did  not  purport  to  be  a  complete  canvass,  reported 
that  about  17  million  dollars'  worth  of  bonds  had  been  disposed 
of  from  time  to  time  by  53  operating  mutual  companies,  or  a 
round  average  of  $320,000  per  company.  However,  about  6y2 
million  dollars'  worth  of  these  bonds  had  been  issued  by  one  or- 
ganization, thus  reducing  the  average  for  the  remaining  52  enter- 
prises to  about  $202,000.  Of  the  total  17  million  dollars,  only 
about  1  million  was  issued  for  entirely  new  development. 

Another  study,  made  in  1935  (16,  pp.  78-79),  of  122  selected 
mutual  companies — 36  were  in  northern  California,  48  in  southern 
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California,  and  38  in  Utah — disclosed  that  at  the  beginning  of 
1935,  two  northern  California  companies  had  a  total  of  $126,500 
worth  of  bonds  outstanding,  or  an  average  of  $63,250  per  com- 
pany ;  18  southern  California  companies  had  a  total  of  $4,731,000, 
or  an  average  of  about  $262,800;  and  5  Utah  companies  had 
$492,000,  or  an  average  of  $98,400.22  This  study  included  prac- 
tically all  of  the  larger  mutual  companies  in  southern  and  many  in 
northern  California.  The  bonded  mutual  companies  of  both  Cal- 
ifornia and  Utah  were  probably  well  represented. 

Nine  of  the  17  mutual  companies  in  the  present  study  issued 
bonds  at  one  time  or  another.  Most  of  these  companies  issued 
their  bonds  for  improving,  extending,  or  completing  the  irriga- 
tion systems  they  had  acquired  or  for  the  purchase  of  supplemental 
storage  supplies.  In  1945,  five  of  them  had  outstanding  bonds 
that  aggregated  $261,000,  or  an  average  of  $52,200  per  company. 

Availability  of  bond  markets. — Markets  for  bonds  of  mutual 
irrigation  companies,  as  contrasted  with  those  for  irrigation-dis- 
trict bonds,  were  relatively  local.  The  mutual  bonds  were  handled 
chiefly  in  a  few  western  financial  centers,  of  which  Los  Angeles 
was  one.  Many  of  these  issues  were  those  of  companies  within 
the  general  region  of  the  investment  center,  where  the  char- 
acteristics and  capabilities  of  the  enterprises  seeking  credit  were 
understood.  Apparently  this  type  of  investment  is  not  well  known 
in  the  East,  except  by  eastern  clients  of  western  bond  houses. 

For  many  decades,  the  citrus  industry  has  been  outstanding  in 
the  agricultural  economy  of  southern  California;  it  represents  a 
very  large  aggregate  investment.  Mutual  water  companies  have 
prevailed  in  areas  devoted  primarily  to  production  of  citrus,  as 
well  as  in  areas  having  other  types  of  agriculture.  On  the  whole, 
these  companies  are  well  managed.  Water  is  relatively  scarce  and 
of  high  value.  The  large  investments  per  acre  in  water  supplies 
and  works,  as  well  as  in  other  features  of  agricultural  production, 
and  the  necessity  for  efficient  distribution  of  water  with  the  low- 
est practical  loss,  call  for  a  high,  type  of  management.  With  few 
exceptions,  these  mutual  companies  have  had  good  records  in  the 
repayment  of  their  obligations.  As  a  result,  the  bonds  of  many 
have  been  marketable  in  nearby  Los  Angeles,  where  the  com- 
panies are  known  and  where  many  wealthy  persons  have  made 
investments.  At  one  time  it  was  reported  that  the  bonds  of  south- 
ern California  mutual  companies  not  only  compared  favorably  with 
irrigation-district  bonds  on  the  Los  Angeles  market,  but  that  they 
were  preferred  by  many  investors. 

From  time  to  time,  markets  have  been  available  for  the  bonds 
of  various  mutual  companies  located  in  areas  served  by  such 
financial  centers  as  Spokane  and  Denver.    Considering  the  West 


22  Bonds  of  several  companies  were  refinanced  during  1935  at  lower  rates 
of  interest,  and  the  principal  of  two  was  reduced.  Several  Utah  companies 
were  indebted  to  the  Federal  Government  through  a  water  users'  association 
for  the  purchase  of  reservoir  water.  One  Utah  company  had  sold  $500,000 
worth  of  bonds  in  Denver  about  1911  in  order  to  build  a  power  plant.  Later 
it  sold  the  power  plant  and  bought  back  the  bonds. 


IRRIGATION-ENTERPRISE  ORGANIZATIONS  33 

as  a  whole,  however,  markets  for  mutual-company  bonds  have 
been  narrower  than  markets  for  bonds  of  irrigation  districts. 

OTHER  SOURCES  OF  FINANCING 

Some  mutual  companies  have  borrowed  substantial  sums  for 
capital  expenditures  from  banks  or  other  sources.  Others  have 
seldom  had  outstanding  indebtedness  for  more  than  short  periods. 
Some  companies  commonly  borrow  on  short-time  loans  to  pay 
operation  and  maintenance  charges,  pending  collection  of  assess- 
ments. 

FEDERAL  RECLAMATION  CONSTRUCTION  REPAYMENT  CONTRACTS 

The  Federal  Government  originally  contracted  with  private 
water  users'  associations  for  repayment  of  the  costs  of  con- 
struction of  reclamation  projects  and  of  annual  costs  of  operation 
and  maintenance.  Experience,  however,  led  to  preference  for 
the  irrigation-district  form  of  organization.  Most  of  such  con- 
tracts on  reclamation  projects  are  now  with  irrigation  districts. 
But  some  of  the  contracting  parties  are  water  users'  associations, 
which  are  essentially  mutual  irrigation  companies  of  a  special  type. 

The  Salt  River  Valley  Water  Users'  Association  on  the  Salt 
River  Project  in  Arizona  is  one  of  the  few  that  have  retained 
their  original  form  of  organization. 

Utah  water  users  favor  the  mutual-company  type  of  organiza- 
tion, which  has  been  characteristic  of  that  State  from  early  stages 
of  irrigation  development.  Unfortunate  experiences  with  sev- 
eral irrigation  districts  formed  shortly  after  World  War  I  strength- 
ened this  preference.  Because  of  the  strong  feeling  in  that  State 
the  Bureau  of  Reclamation  has  made  some  exceptions  to  its 
policy,  and  has  executed  contracts  with  water  users'  associations 
with  respect  to  several  reclamation  projects  in  Utah  even  fairly 
recently.  Local  mutual  companies  have  obtained  the  benefits 
of  such  projects  by  acquiring  stock  in  these  associations. 

REFINANCING 

Obligations  of  various  mutual  companies  have  been  refinanced 
either  through  private  or  through  public  agencies. 

Banks  for  cooperatives  of  the  Farm  Credit  Administration  are 
authorized  to  make  loans  to  those  mutual  irrigation  companies 
that  meet  the  eligibility  requirements  of  law  for  borrowers  from 
such  banks.  A  number  of  mutual  companies  in  several  States  were 
refinanced  in  this  way,  dollar  for  dollar,  on  terms  more  favorable 
than  the  general  markets  afforded.  For  example,  the  bonds  of 
two  California  companies,  both  of  which  had  excellent  financial 
standing,  were  refunded  at  par  with  loans  from  a  bank  for  co- 
operatives. Interest  rater,  were  reduced  from  6*4  and  6  percent 
to  3%  percent. 

The  Reconstruction  Finance  Corporation  also  has  refinanced 
the  obligations  of  a  number  of  mutual  companies  in  various  West- 
ern States,  including  two  of  those  studied. 
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DEFAULTS 

Reports  for  11  of  the  17  mutual  companies  in  the  presentl 
study  indicate  that  they  have  not  defaulted  upon  any  of  their 
obligations.  Four  of  these  11  companies  had  issued  bonds.  Of 
the  other  6  companies,  2  had  defaulted  temporarily  at  various | 
times,  but  had  eventually  made  up  all  past-due  obligations.  In 
one  case,  bondholders  had  agreed  to  a  3-year  extension.  In| 
the  3  remaining  companies,  creditors  took  substantial  losses 
as  a  result  of  the  defaults. 

UNINCORPORATED    IRRIGATION    ASSOCIATIONS 

Usually  members  of  an  unincorporated  irrigation  association 
who  borrow  money  for  purposes  of  the  association  are  individ- 
ually and  collectively  obligated.  The  elements  of  corporate 
financing  are  lacking.  For  example,  the  making  of  improvements 
considered  desirable  by  most  of  the  members  may  be  blocked  by 
a  few.  If  these  few  did  not  assent  to  the  making  of  the  improve- 
ments either  when  the  association  was  organized  or  subsequently, 
they  cannot  be  compelled  to  contribute  to  the  cost.  Nor  can 
they  be  forced  to  contribute  to  the  cost  of  improvements  that  are 
not  essential  to  the  successful  operation  of  the  enterprise. 

COMMERCIAL  IRRIGATION   COMPANIES 

Most  commercial  enterprises  were  originally  financed  through 
capital  invested  by  promoters  who  expected  to  derive  profits  from 
the  sale  of  land  or  water,  or  both.  The  capital  so  advanced 
was  chiefly  represented  by  capital  stock  of  the  companies  and, 
in  many  cases,  by  bonds  issued  by  them.  Additional  funds  for 
further  construction  work  were  obtained  in  various  cases  through 
the  sale  of  lands  and  "water  rights"  to  settlers. 

All  of  the  commercial  companies  in  the  present  study  were  in- 
corporated. The  reports  for  half  of  these  companies  state  that 
they  were  incorporated  under  the  corporation  laws  of  the  States 
in  which  they  operated.  This  probably  holds  true  for  the  others 
also. 

CAPITAL  STOCK 

Characteristics  of  commercial-company  capital  stock. — The  cap- 
ital stock  of  incorporated  commercial  irrigation  companies  rep- 
resents ownership  of  the  corporate  assets,  as  does  that  of  mutual 
irrigation  companies  or  other  corporations.  However,  a  share  of 
stock  of  a  commercial  company  does  not  represent  a  right  to  the 
service  of  water,  as  does  a  share  of  mutual-company  stock.  That 
right  vests  in  the  public  within  the  area  served  by  the  company 
if  it  is  a  public  utility,  and  otherwise  in  the  holders  of  "water- 
right"  deeds  or  contracts  entered  into  by  the  company  on  a  private- 
contract  basis.     (See  under  "Water  Service,"  below.) 

All  shares  of  stock  of  each  commercial  company  for  which  data 
regarding  capital  stock  were  reported  were  of  one  class.  At  one 
time  one  company  had  issued  cumulative  preferred  stock  in 
exchange  for  maturing  notes,  but  it  had  retired  the  preferred 
stock  with  the  proceeds  of  sale  of  parts  of  the  irrigation  system. 
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Several  companies  had  not  issued  all  of  their  authorized  shares 
of  stock,  but  in  only  one  of  the  cases  reported  was  the  number 
of  outstanding  shares  less  than  60  percent  of  the  amount 
authorized.     At  least  two  companies  held  some  treasury  stock. 

Par  values  of  shares  of  stock  in  all  except  two  cases  were  $100 
a  share ;  the  exceptions  were  $50  and  $10.  Apparently  the  demand 
for  shares  of  these  enterprises  was  slight  or  nonexistent.  The 
question  as  to  market  value  was  answered  for  only  three  com- 
panies. Two  of  the  answers  were  "none"  and  the  third  was  "no 
sale." 

Outstanding  shares  of  one  company,  with  a  par  value  of  $100 
a  share  and  market  value  not  reported,  had  been  assessed  from 
time  to  time  in  an  aggregate  sum  of  $52  a  share.  No  dividends 
were  paid  in  any  year.  Stock  assessments  were  not  reported 
for  the  other  commercial  companies  studied. 

Holdings  of  shares  of  stock. — Regardless  of  the  number  of 
individual  shareholders,  control  of  the  stock  of  the  commercial 
companies  in  the  present  study  was  vested  chiefly  in  small  groups. 
For  example,  of  94  holders  of  one  company's  shares,  5  held  83 
percent  of  the  total  number  of  shares.  There  were  6  holders  of 
the  3,000  outstanding  shares  of  another  company:  Four  officers 
of  the  company  held  one  share  each,  and  the  remaining  2,996 
shares  were  equally  divided  between  an  individual  and  an  estate. 
Again,  a  small  company  had  about  25  shareholders,  but  the  con- 
trolling interest  was  owned  by  the  president  and  his  family. 
Shares  of  one  of  the  larger  companies  were  held  in  15  names ;  one 
holding  was  57  percent  of  the  total,  and  the  four  largest  aggre- 
gated 81  percent.  Shares  of  a  Nebraska  company  that  is  con- 
sidered locally  to  be  practically  a  community  enterprise,  even 
though  operated  on  a  commercial  basis,  are  owned  by  a  few 
local  landowners,  water  users,  and  businessmen  in  a  neighboring 
town. 

Capital  stock  dividends. — In  view  of  the  history  of  commercial 
irrigation  companies  generally,  it  seems  improbable  that  many  of 
them  paid  substantial  dividends  after  the  close  of  their  develop- 
ment periods.  The  records  of  the  California  Railroad  Commission 
(now  the  Public  Utilities  Commission)  show  that  from  1913  to 
1926,  an  average  of  61  public  utilities  which  derived  25  percent 
or  more  of  their  total  water  revenue  from  sales  for  irrigation, 
made  reports  to  the  commission.  Of  these,  from  2  to  5  each  year, 
or  an  average  of  4  paid  dividends  annually.  The  ratio  of  total 
dividends  to  total  capital  stock  of  these  companies  averaged  3.82 
percent  (12,  pp.  9-10  and  36-38).  In  other  States,  also,  it  is 
probable  that  a  commercial  irrigation  company  which  pays  divi- 
dends consistently  is  an  exception. 

Dividends  on  capital  stock  are  reported  to  have  been  paid  at 
one  time  or  another  by  four  of  the  commercial  companies  exam- 
ined. In  one  case,  dividends  were  paid  on  preferred  stock  only — 
the  only  instance  in  which  issuance  of  preferred  stock  was  re- 
ported. In  another  case,  the  first  dividend  since  World  War  I  had 
just  been  paid.  In  still  another,  dividends  of  3  and  3.33  percent 
were  paid  in  1944  and  1945  respectively,  but  from  1929  to  1943, 
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inclusive,  none  were  paid.  In  the  fourth  case,  small  dividends 
had  been  paid  in  most  years  of  the  decade  ending  in  1945.  An- 
other company  was  allowed  a  return  of  6  percent  on  its  investment 
in  a  rate  case,  from  which  it  may  be  inferred  that  dividends  were 
paid  in  at  least  some  years.  This  record  of  dividend  payments 
may  not  be  complete,  particularly  in  view  of  the  fact  that  some 
commercial  companies  were  unwilling  to  disclose  their  financial 
transactions  in  full.  However,  the  situation  with  respect  to  these 
companies  does  not  seem  far  out  of  line  with  respect  to  the 
experience  of  commercial  companies  generally. 

BONDS 

It  is  evident  that  bonds  were  issued  and  sold  on  a  considerable 
scale  to  finance  construction  of  commercial  irrigation  projects. 
At  least  four  of  the  commercial  companies  studied  issued  bonds 
at  one  time  or  another ;  in  three  of  these  cases  all  bonds  and  other 
funded  obligations  have  been  retired,  chiefly,  it  appeared,  through 
the  sale  of  capital  assets. 

METHODS  OF  FINANCING 

Construction  or  development  companies. — During  the  latter  part 
of  the  19th  century  stocks  and  bonds  were  sold  widely  to  finance 
both  irrigation  projects  and  land-  and  water-development  projects 
on  a  commercial  scale.  During  part  of  this  time,  there  was  an 
active  market  in  Scotland  and  England  for  such  securities.  Much 
of  the  early  irrigation  development  in  Colorado  that  is  now  under 
the  mutual-company  form  of  organization  was  financed  commer- 
cially with  British  capital  (19,  p.  11).  Construction  of  the  sys- 
tem of  a  large  Utah  commercial  company  was  begun  in  1889  with 
the  proceeds  of  sales  of  bonds,  many  of  which  were  marketed  in 
Great  Britain  (20,  pp.  207-208).  Projects  constructed  under  the 
Carey  Act,  passed  by  Congress  in  1894,  were  financed  and  built 
chieflv  during  the  first  decade  of  the  present  century  (6,  chiefly 
pp.  3,  6-7;  18;  19,  p.  157).  After  1913,  a  series  of  defaults  of 
both  commercial  and  district  enterprises  destroyed  the  market  for 
bond  issues  of  these  companies  and  few  were  sold.  The  market 
for  commercial-company  bonds  did  not  revive  thereafter  as  did 
that  for  bonds  of  irrigation  districts. 

These  development-company  bonds  were  secured  by  first  mort- 
gages upon  works  to  be  constructed  and  by  deposits  of  settlers' 
purchase-money  contracts  for  rights  to  water  or  for  lands  and 
attached  rights.  Deferred  payments  on  contracts  were  secured 
in  turn  by  first  liens  upon  private  lands  or,  in  the  case  of  reclama- 
tion of  public  lands,  upon  the  settlers'  equities  therein.  However, 
many  landowners  refused  to  buy  "water  rights"  promptly,  if  at 
all,  and  the  companies  could  not  compel  them  to  do  so.  In  the 
case  of  Carey  Act  projects,  no  direct  lien  on  the  public  land  could 
be  obtained  in  advance  of  construction  of  the  system  and  availa- 
bility of  a  permanent  water  supply.  This  made  the  security  for 
preconstruction  bonds  of  development  companies  wholly  dependent 
upon  future  circumstances. 

Adequate  realizable  security  for  obligations  of  irrigation  enter- 
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prises  depends  upon  the  ability  of  the  lands  to  pay  the  charges 
made  by  the  enterprises  for  water  service.  This  ability  does  not 
materialize  unless  and  until  the  lands  have  been  developed,  irri- 
gated, and  brought  into  production.  Actually  the  selling  of  irri- 
gable lands  was  seriously  delayed,  as  were  colonization  and  de- 
velopment of  both  private  and  public  lands.  Because  of  these 
delays  the  obligations  of  many  development  companies  began  to 
fall  due  before  they  could  be  met.  The  troubles  common  to 
irrigation  enterprises  of  all  types  were  also  present.  For  these 
reasons,  defaults  were  heavy  on  bonds  of  commercial  water  com- 
panies, land  and  water  companies,  and  Carey  Act  construction 
companies.  Teele  says  (19,  pp.  148  and  157)  that  almost  without 
exception,  enterprises  in  the  first  two  groups  were  failures,  and 
that  a  large  part  of  the  money  invested  in  Carey  Act  bonds  was 
lost.  Substantial  profits  may  possibly  have  been  made  by  some 
who  put  their  own  capital  into  land  subdivisions  and  canal  con- 
struction and  waited  for  the  expected  returns.  But  in  many 
such  cases  the  waits  were  long,  and  this  meant  loss  of  interest 
if  not  of  principal.  It  is  believed  that  not  many  bond  issues  for 
this  general  purpose  were  paid  in  full ;  and  it  is  known  that  much 
capital  invested  in  enterprises  of  this  type  was  lost. 

Private-contract  companies. — Returns  on  investments  in  pri- 
vate-contract companies  were  subject  to  the  same  hazards  as  those 
on  investments  in  development  companies  and  they  were  affected 
in  the  same  way  by  delays  in  selling  irrigable  lands.  Many  of 
these  companies  operated  under  contracts  that  carried  fixed  annual 
charges  for  operation  and  maintenance,  which  eventually  proved 
to  be  too  low.  Investments  in  these  enterprises  were  generally 
unsatisfactory.  Some  such  companies  still  function  but.  most  of 
these  systems  were  transferred  to  the  water  users  organized  as 
districts  or  mutual  companies.  In  some  cases  this  was  done  at 
reasonable  compensation;  in  others  practically  as  a  gift.  For 
many  years  very  little  market  has  existed  for  the  securities  of 
private-contract  companies.  It  is  doubtful  whether  there  is  now 
any  market  for  them. 

Public-utility  companies. — In  the  last  few  decades,  bonds  of  a 
few  public-utility  irrigation  enterprises  in  several  States,  though 
principally  in  California,  were  sold  from  time  to  time.  Some 
public-utility  irrigation  enterprises  originated  as  such.  Some  that 
were  intended  to  be  private-contract  companies  were  declared  by 
courts  to  be  engaged  in  public  service  and  subject  to  public 
regulation  of  their  rates  and  services.  Of  these  companies,  those 
that  have  substantial  markets  for  water  to  be  used  for  domestic 
and  industrial  purposes,  generally  speaking,  are  in  better  position 
to  market  bonds  than  those  whose  water  market  is  primarily  for 
irrigation.  In  the  aggregate,  sales  of  bonds  of  established  com- 
mercial enterprises  are  believed  to  have  been  small  in  the  last 
two  or  three  decades. 

CURRENT  FINANCIAL  STATUS 

None  of  the  commercial  organizations  studied  was  reported 
currently  in  default.    Although  the  predecessors  of  some  existing 


38  CIRCULAR  934,  U.S.  DEPT.  OF  AGRICULTURE 

companies  had  serious  or  even  fatal  financial  difficulties,  none 
of  those  now  in  existence  was  reported  as  having  failed  to  pay 
its  obligations  in  full  eventually,  and  only  one  was  said  to  have 
been  slow  in  making  payments  at  times. 

Revenue 

irrigation  districts 

Irrigation  districts  obtain  their  revenues  chiefly  from  assess- 
ments against  land.  Revenue  may  be  obtained  also  under  the  dis- 
trict laws  of  many  Western  States  through  tolls  charged  for  use 
of  water,  either  in  addition  to  assessments  or  in  lieu  of  them. 
Tolls  are  an  important  source  of  revenue  for  many  irrigation 
districts  in  these  States. 

ASSESSMENTS  AGAINST  LANDS 

Standard  irrigation  districts  have  power  to  levy  assessments 
against  lands  included  within  their  boundaries  and  benefited  from 
the  irrigation  improvements.  Assessments  must  be  levied  strictly 
according  to  prescribed  statutory  procedures.  When  levied  the 
assessment  becomes  a  lien  against  the  land ;  if  it  is  not  paid,  the 
lien  is  subject  to  foreclosure  and  the  land  is  sold  at  tax  sale. 

Irrigation-district  assessments  are  levied  annually,  chiefly  to 
raise  money  to  pay  the  principal  and  interest  on  bonds,  to  make 
payments  due  to  the  United  States  under  contract,  to  take  care 
of  other  authorized  obligations,  and  to  pay  maintenance,  operation, 
and  other  current  expenses.  Some  statutes  provide  for  assess- 
ments to  complete  works  of  the  district  in  case  the  necessary  funds 
are  not  forthcoming  from  the  sale  of  bonds.  Special  assessments 
are  specifically  authorized  by  the  statutes  of  several  States,  al- 
though they  are  usually  subject  to  prior  authorization  at  a  district 
election. 

Methods  of  apportioning  assessments. — The  principal  methods 
of  apportioning  assessments  are:  (1)  Uniform  rate  per  acre,  (2) 
ad  valorem,  or  according  to  the  full  cash  value  of  the  land,  either 
including  or  excluding  improvements,  computed  annually,  and  (3) 
according  to  the  benefits  derived  from  district  improvements  which 
in  some  States  are  apportioned  once  with  respect  to  each  authori- 
zation of  bonds,  and  in  others  are  apportioned  annually.  The 
statutes  of  a  number  of  States  provide  that  in  case  of  payments 
due  under  a  contract  with  the  United  States,  assessments  shall 
conform  to  the  contract  and  to  applicable  Federal  laws.  For  all 
other  purposes,  in  some  States  an  exclusive  method  of  appor- 
tionment is  prescribed,  and  in  the  remainder  a  selection  from  two 
or  more  methods  is  authorized  by  the  statute. 

Procedure  for  levying  and  collecting  assessments.— The  board 
of  directors  of  the  district  makes  the  levy,  or  determines  the 
amount  to  be  included  in  the  general  levy  made  annually  by  the 
county  governing  board,  depending  upon  the  statute  (13,  pp.  55-59  ; 
U,  pp.  20-26). 

Collections  of  district  assessments  in  the  larger  number  of  the 
Western  States  are  made  by  county  tax  collectors  at  the  same  time 
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as  the  general  tax  collections.  In  some  the  county  treasurer  is 
ex-officio  district  treasurer.  The  statutes  of  the  remaining  States 
provide  either  that  the  district  shall  have  its  own  tax-collection 
procedure  entirely  independent  of  the  county,  or  that  districts 
of  certain  classes  or  under  certain  circumstances  may  elect  to 
make  their  own  tax  collections  or  to  utilize  the  services  of  county 
tax  officials.  Even  in  States  in  which  collections  are  made  by 
county  tax  collectors  at  the  same  time  and  in  the  same  way  as 
general  taxes,  the  statutes  sometimes  provide  that  district  and 
general  taxes  may  be  collected  separately,  that  is,  that  receipt  of 
one  does  not  depend  upon  payment  of  the  other  at  the  same 
time. 

Statutes  that  govern  assessment  procedures  for  general  and  dis- 
trict taxes  specify  when  the  levies  shall  be  made,  when  the  assess- 
ments become  liens,  upon  the  land  assessed,  when  they  are  payable, 
and  when  delinquent.  They  provide  for  publication  of  delinquent 
lists,  for  sale  of  land  for  the  delinquent  assessment,  and  for  the 
period  of  redemption.  Several  irrigation-district  statutes  provide 
for  payment  of  annual  assessments  in  installments.  The  periods 
of  time  that  elapse,  or  that  may  elapse,  between  the  date  of  the 
levy  and  the  final  date  at  which  redemption  may  be  made  vary 
from  State  to  State.  In  all  cases  the  time  is  considerable ;  in  some, 
it  may  cover  years.  Collection  of  an  assessment  from  an  unwilling 
landowner,  who  nevertheless  will  go  to  any  length  to  prevent 
ultimate  loss  of  title  to  his  land,  is  a  long,  slow  process. 

Taxation  of  nonfarm  land. — Statutory  authority  to  include 
urban  land  in  irrigation  districts  and  to  levy  assessments  against 
it  for  district  purposes  exists  in  a  few  States,  and  is  limited  or 
prohibited  in  a  few  others  (13,  pp.  59-60).  For  example,  in  the 
irrigation-district  law  of  California,  land  subject  to  district  taxa- 
tion includes  city  and  town  lots,  but  excepts  improvements  (which 
specifically  include  trees,  vines,  alfalfa  and  other  growing  crops, 
and  buildings  and  structures).  In  Texas,  municipalities  may  be 
included  in  districts  under  certain  circumstances.  Irrigation  dis- 
tricts in  Nebraska  may  assess  city  and  town  lots,  except  while 
they  are  occupied  and  used  exclusively  for  other  than  agricultural 
purposes. 

TOLLS 

The  statutes  of  various  States  authorize  the  obtaining  of  revenue 
through  tolls  or  charges  for  use  of  water.  These  tolls  or  charges 
are  fixed  by  the  board  of  directors,  either  in  addition  to  the  levying 
of  assessments  or  in  lieu  thereof.  They  are  collected  by  the  dis- 
trict secretary  or  district  treasurer.  Some  statutes  provide  that 
tolls  may  be  made  payable  in  advance  of  the  delivery  of  water. 

The  basis  for  toll  charges  varies  considerably  among  districts 
that  use  this  method  of  obtaining  revenue.  For  example,  two 
districts  studied  charged  uniform  rates  per  acre,  and  two  charged 
uniform  rates  per  unit  of  water  delivered.  In  two  other  cases, 
payment  of  the  operation  and  maintenance  assessment  entitled 
landowners  to  use  a  minimum  quantity  of  water.  Excess  quantities 
were  charged  for  by  tolls  at  uniform  rates.     Other  methods  in- 
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eluded  systems  of  charges  based  upon  quantity  of  water  and  method 
of  delivery  with  the  rates  varying  according  to  the  delivery  method 
selected  by  the  water  user ;  and  flat  rates  per  acre  applied  to  all 
lands  entitled  to  water  service  whether  or  not  irrigated,  and  an 
additional  charge  per  acre  for  each  irrigation  against  farmers 
who  actually  use  the  water. 

REVENUE  FROM  SERVICE  OF  WATER  TO  LANDS  OUTSIDE   BOUNDARIES 

Irrigation  districts  in  various  Western  States  have  statutory 
authority  to  rent  or  lease  water  to  lands  outside  their  boundaries. 
This  authorization  generally  applies  only  to  water  not  needed 
by  district  landowners.  In  some  cases,  it  is  further  limited  to 
short-term  services  and  by  the  provision  that  no  vested  right  to 
such  service  may  be  acquired  thereby. 

Several  of  the  irrigation  districts  studied  were  reported  as  de- 
livering water  to  outside  lands  under  annual  rentals  or  other 
temporary  arrangements,  although  in  no  case  were  these  opera- 
tions of  great  importance.  Two  districts  supplied  water  to  outside 
or  excluded  lands  under  contracts  with  the  United  States.  In 
other  instances  outside  deliveries  were  made  under  circumstances 
peculiar  to  the  local  enterprises. 

USE  OF  ASSESSMENTS  AND  TOLLS 

Tolls  are  used  by  many  California  districts,  usually  in  addi- 
tion to  assessments  (1,  table  II,  pp.  392-393).  They  are  used  to  a 
lesser  extent  in  some  of  the  other  Western  States. 

Of  the  irrigation  districts  studied,  15  derive  their  revenue 
chiefly  from  assessments,  without  the  use  of  toll  charges.23  Four- 
teen of  these  levied  assessments  for  operation  and  maintenance. 
Eight  also  levied  assessments  for  payment  of  bonds  and  interest, 
and  three  for  payments  due  under  construction  or  storage  con- 
tracts with  the  United  States. 

Eight  districts,  all  of  which  had  outstanding  indebtedness  rep- 
resented by  bonds  or  contracts  with  the  United  States,  combined 
the  use  of  assessments  and  toll  charges.  One  used  both  assess- 
ments and  tolls  to  service  both  debt  and  operating  charges.  The 
other  seven  were  paying  their  bonded  debts  from  the  proceeds  of 
assessments;  of  this  group,  four  raised  money  for  operation  and 
maintenance  from  tolls  and  three  from  both  assessments  and 
tolls. 

One  irrigation  district  in  California  relied  entirely  upon  toll 
charges  for  the  use  of  water  to  cover  expenses  for  operation  and 
maintenance  and  for  bond  service  as  well.  As  rice  was  the  only 
major  crop  grown  in  the  district,  this  method  was  preferred  be- 
cause of  the  large  area  of  rice  land  idle  each  year.  But  the  power 
to  assess  the  land  is  available  in  case  the  toll  system  proves 
inadequate  to  meet  the  district's  financial  requirements. 

A  number  of  districts  in  California  assess  nonfarm  land,  includ- 
ing business  property  of  high  value,  for  indirect  benefits.    Others 

23  Some  districts  obtained  additional  revenue  from  sales  of  water  to  towns 
or  industrial  concerns,  or  for  deliveries  of  water  under  contractual  arrange- 
ments. 
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exclude  such  areas.  For  example,  one  district  studied  taxed  about 
80  acres  of  town  lots,  the  assessed  valuations  of  which  ranged 
from  $400  to  $3,000  an  acre,  whereas  the  valuations  of  irrigable 
land  ranged  from  $140  to  $300  an  acre  (lands  actually  using 
water  paid  toll  charges  also).  A  Texas  district  assessed  all  prop- 
erty, real  and  personal,  on  an  ad  valorem  basis  for  bond  retire- 
ment, and  in  addition  made  a  flat  charge  per  acre  against  irri- 
gable lands  and  an  acre-irrigation  charge  for  actual  use  of  water. 
A  Nebraska  district  assessed  about  100  acres  of  city  lots  on  which 
water  was  used  for  gardens,  lawns,  and  shade  trees,  at  average 
valuations  corresponding  to  farm  lands  of  high-valuation  classes 
(plus  toll  charges,  at  the  same  rate  per  lot  of  less  than  1  acre  as  for 
an  acre  of  farm  land) .  It  excluded  business  blocks  and  other  com- 
mercial properties  within  the  municipality. 

ENFORCEMENT  OF  PAYMENT  OF  ASSESSMENTS  AND  TOLLS 

The  conventional  method  of  enforcing  the  payment  of  delinquent 
assessments  is  by  tax  sale.  In  addition,  the  right  to  refuse 
delivery  of  water  to  lands  for  which  assessments  are  delinquent 
is  accorded  by  the  statutes  of  some  States.  In  certain  of  these 
States,  water  may  be  withheld  if  payments  are  delinquent  at  all ; 
in  others,  only  if  the  delinquency  has  existed  for  a  prescribed 
time,  perhaps  1  or  2  years.  In  California,  when  an  assessment 
has  become  delinquent,  the  board  may  direct  the  district  col- 
lector not  to  proceed  with  the  sale  of  delinquent  property  but 
to  bring  suit  in  the  proper  court  to  enforce  collection  {8,  sec. 
26081).  The  general-taxation  statutes,  or  the  district  statutes,  as 
the  case  may  be,  make  provision  for  interest  and  penalties  against 
delinquent  lands. 

Some  statutes  that  authorize  the  imposition  of  toll  charges  pro- 
vide that  water  may  be  refused  to  lands  for  which  toll  charges  are 
delinquent.  Some  authorize  or  direct  the  adding  of  unpaid  tolls 
to  assessments  against  such  lands.  Delinquent  toll  charges  are 
subject  to  interest  and  penalties. 

OTHER  DISTRICTS 

The  Arizona  electrical  district  levied  assessments  for  its  several 
purposes. 

The  California  water  district  had  statutory  authority  to  issue 
either  bonds  payable  from  the  proceeds  of  assessments  against 
land,  or  revenue  bonds  payable  only  from  income  from  sale  of  water 
for  irrigation  of  district  lands.  It  elected  to  issue  the  revenue 
bonds.  All  collections  of  charges  for  water  service  are  pledged 
to  secure  payment  of  the  bonds.  The  district  still  can  levy 
assessments  for  operation  and  maintenance  should  it  become 
necessary  to  do  so. 

When  its  project  is  completed,  the  Colorado  water  conservancy 
district  will  obtain  its  revenue  from  two  principal  sources:  (1) 
A  general  property  tax  against  all  taxable  property,  both  real 
and  personal,  within  its  boundaries ;  and  (2)  special  benefit  assess- 
ments against  the  lands  for  which  the  owners  have  contracted  with 
the  district  to  receive  water.    These  assessments  will  provide  the 


42  CIRCULAR  934,  U.S.  DEPT.  OF  AGRICULTURE 

major  share  of  the  district's  revenue.  The  purpose  of  the  gen- 
eral-property tax  is  to  enable  the  district  to  obtain  some  con- 
tribution from  urban  groups  and  other  indirect  beneficiaries  of 
the  project. 

Among  the  latter,  for  example,  are  a  large  number  cf  irrigators 
whose  direct-flow  rights  will  be  enhanced  by  the  return  flow  of 
project  water  applied  to  upstream  lands.  These  irrigators  con- 
sented to  be  included  in  the  district  and  to  pay  the  small  property 
tax  in  return  for  the  indirect  benefits  they  hope  to  receive.  The 
property  tax  is  limited  by  statute  to  a  very  low  rate.  The  amount 
of  the  special-benefit  assessment  is  limited  by  the  rate  per  acre- 
foot  of  water  fixed  in  the  contracts  between  the  landowners  and 
the  district.  These  contracts  must  contain  a  stipulation  that  the 
assessments  shall  become  a  perpetual  tax  lien  against  the  land 
covered  by  each  contract.  Both  the  general-property  tax  and  the 
special  assessments  are  collected  by  county  officials,  along  with 
other  local  and  State  taxes. 

The  Nebraska  public  power  and  irrigation  districts  have  no 
powers  of  taxation ;  all  of  their  revenue  is  derived  from  the  sale  of 
water  or  power.  Both  districts  have  permanent  contracts  with 
water  users  which  provide  for  the  sale  of  water.  The  revenue  from 
this  is  applied  to  debt  service  and  to  operation  and  maintenance. 
One  district  took  over  the  system  of  a  commercial  irrigation  com- 
pany and  thereby  inherited  a  multiplicity  of  water  services,  includ- 
ing permanent  contracts  of  various  kinds  and  temporary  rentals. 


INCORPORATED  MUTUAL  IRRIGATION  COMPANIES 
ASSESSMENTS  AGAINST  SHARES  OF  CAPITAL  STOCK 

An  incorporated  mutual  irrigation  company  which  has  shares  of 
capital  stock,  as  most  of  them  have,  usually  derives  its  revenue 
chiefly  from  assessments  against  the  shares.  The  company  must 
have  legal  authority  to  assess  its  fully  paid  shares,  and  ordinarily 
it  has  that  authority.  Basically,  this  authority  is  accorded  by  the 
State  corporation  law  under  which  the  company  is  organized,  but  in 
some  States  the  power  to  assess  fully  paid  shares  must  be  expressed 
also  in  the  articles  of  incorporation,  or  the  bylaws.  In  some  cases, 
it  must  be  stated  on  the  face  of  the  stock  certificate.  Assessments 
may  be  levied  only  to  the  extent  provided.  When  levied,  the  assess- 
ment becomes  a  lien  upon  the  snares. 

Procedure  for  levying  and  collecting  assessments. — The  proce- 
dure governing  the  levy  and  collection  of  assessments  against 
shares  of  stock  depends  upon  the  State  corporation  law.  This  law 
may  set  up  a  detailed  procedure  that  must  be  followed ;  or  it  may 
prescribe  a  procedure  that  applies  unless  the  corporation  has  pro- 
vided otherwise  through  some  means  authorized  by  law,  such  as 
the  articles  of  incorporation,  the  bylaws,  or  a  stock-subscription 
agreement.  The  speed  with  which  a  company  may  proceed  to 
collect  its  assessments  and  sell  its  delinquent  shares  varies  in  dif- 
ferent jurisdictions,  but  the  minimum  time  that  must  elapse  be- 
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tween  the  date  of  levy  and  the  date  of  sale  is  reckoned  in  months 
instead  of  years. 

The  assessment  procedure  is  administered  wholly  by  the  appro- 
priate company  officers.  They  make  the  order  of  levy,  serve  notice 
of  the  assessment  upon  the  stockholders,  publish  the  notice  if 
required  by  law,24  and  receive  payment  at  the  appointed  time  and 
place-  If  an  assessment  is  not  paid,  the  officers  declare  the  shares 
delinquent  on  the  date  fixed  in  the  order;  and  on  the  date  fixed, 
they  may  sell  at  public  auction  the  number  of  delinquent  shares 
necessary  to  pay  the  assessment  and  costs.  If  there  is  no  bidder, 
the  delinquent  shares  may  be  forfeited  to  the  corporation  or  bid  in 
by  officers  of  the  company,  depending  upon  the  statutory  procedure 
that  governs. 

In  some  jurisdictions  mutual  companies,  in  lieu  of  selling  de- 
linquent shares,  may  bring  suit  to  collect  delinquent  assessments. 

Withholding  water  from  delinquent  shareholders  is  apparently 
rather  widespread  in  various  States  (10,  pp.  28-29).  In  some 
jurisdictions  it  is  recognized  as  a  lawful  remedy.  However,  in 
at  least  one  such  case,  as  a  result  of  a  court  decision,  the  company 
was  allowed  to  withhold  water  for  nonpayment  of  maintenance 
assessments  for  the  current  year  only  and  not  for  payment  of  past- 
due  assessments.  Eight  of  the  mutual  companies  studied  reported 
that  no  water  was  delivered  to  lands  of  delinquents. 

Lien  of  assessment. — Ordinarily  a  mutual  company  has  a  lien 
only  on  the  delinquent  shares  and  not  on  the  irrigated  or  irrigable 
land.  However,  liens  on  stocked  land  were  provided  in  the  case 
of  companies  that  originated  as  Carey  Act  enterprises.  This  was 
characteristic  also  of  the  water  users'  associations  formed  on  Fed- 
eral reclamation  projects ;  and  it  has  been  the  case  with  some. other 
mutual  companies  (10,  p.  27 ;  16,  p.  152)  ,25  The  land  liens  of  these 
particular  mutuals,  as  distinguished  from  land-tax  liens,  arose  by 
contract  between  the  companies  and  their  stock  subscribers.  In 
these  cases,  the  companies  have  recourse  against  the  land  as  well  as 
against  the  delinquent  shares. 

Frequency  of  assessment  levies. — Mutual  companies  may  levy 
one  or  more  assessments  each  season,  as  their  needs  dictate,  unless 
restricted  by  statute  or  by  their  own  organizational  framework. 
Usually  these  companies  can  select  the  time  or  times  of  making 
their  assessment  collections  by  making  the  levy  the  required  num- 
ber of  days  in  advance  of  the  collection  date  fixed  in  the  resolution 
or  order  of  levy. 

Extent  of  use  of  stock  assessments. — Assessments  against  shares 


24  The  general  corporation  law  of  Utah  (28,  sec.  18-4-10) ,  which  sets  up 
a  detailed  procedure  for  levying  and  collecting  assessments  that  applies 
unless  otherwise  provided  in  the  articles,  bylaws,  or  stock-subscription  agree- 
ment, provides  that  corporations  formed  for  irrigation  purposes  may  omit 
publication  of  the  notice  of  assessment. 

25  Assessments  of  Salt  River  Valley  Water  Users'  Association,  Arizona, 
whose  articles  of  incorporation  provide  that  its  stock  shall  be  inseparably 
appurtenant  to  the  land  and  that  assessments  shall  be  a  lien  on  the  land,  were 
held  in  Greene  &  Griffin  Real  Estate  &  Investment  Co.  v.  Salt  River  Valley 
Water  Users'  Assm,  25  Ariz.  354,  359,  360-362,  217  Pac.  945  (1923),  to  be 
liens  superior  to  prior  mortgage  liens. 
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of  capital  stock  are  very  generally  made  by  incorporated  mutual 
irrigation  companies.  This  feature  was  disclosed  by  a  study  of 
mutual  companies  in  California  and  Utah  published  in  1936  {16, 
p.  147) .  Fourteen  of  the  sixteen  mutual  companies  in  the  present 
study  that  had  shares  of  capital  stock  assessed  the  shares  each  year 
to  defray  all  or  part  of  their  costs  of  operation  and  maintenance, 
overhead,  and  current  indebtedness.  Eight  of  the  companies  that 
issued  bonds,  at  one  time  or  another  assessed  the  shares  of  capital 
stock  to  pay  the  principal  and  interest  on  the  bonds. 

Employment  of  stockholders  on  maintenance  work. — In  some 
communities  water  users  are  customarily  employed  for  mainte- 
nance work  on  the  company  canals.  They  are  paid  either  in  cash 
or  by  crediting  their  assessment  accounts  with  the  value  of  the 
work.  This  is  a  traditionally  important  feature  of  mutual-company 
operation  in  Utah,  and  it  is  followed  in  some  other  areas  as  well. 
It  was  reported  as  the  regular  practice  of  two  companies  studied, 
one  in  Nebraska  and  the  other  in  South  Dakota.  Wages  paid  by 
these  companies  were  less  than  the  area's  prevailing  rates,  which 
meant  that  water  users  contributed  a  part  of  their  labor  to  the 
enterprise.  This  state  of  affairs  was  satisfactory  only  so  long  as  all 
farms  were  operated  by  their  owners.  Other  companies  utilized 
the  labor  of  their  own  stockholders  to  a  greater  or  less  degree. 
These  circumstances  applied  only  to  work  on  company-owned 
canals  and  laterals ;  in  many  irrigation  enterprises  of  all  kinds  the 
water  users  own  the  laterals  and  are  responsible  for  their  opera- 
tion and  maintenance. 

ASSESSMENTS  OF  NONSTOCK  COMPANIES 

A  few  mutual  irrigation  companies  do  not  have  shares  of  stock. 
In  such  cases,  assessments  are  levied  against  the  members  in  rela- 
tion to  their  respective  interests  in  the  company.  For  example, 
assessments  by  the  one  nonstock  corporation  studied  were  levied  in 
proportion  to  the  members'  ownership  of  land  covered  by  appro- 
priations of  water  delivered  through  the  company  canal. 

TOLLS 

Mutual  companies  may  make  toll  charges  for  the  service  of  water 
to  their  stockholders,  in  addition  to  or  in  lieu  of  assessments,  if 
their  articles  of  incorporation  or  bylaws  so  provide.  The  general 
purpose  of  adding  tolls  to  assessments  is  to  apportion  the  costs  of 
operation  and  maintenance  according  to  the  service  rendered,  and 
capital  expenditures  according  to  holdings  of  capital  stock,  al- 
though many  companies  do  not  draw  the  line  as  sharply  as  this. 

Making  toll  charges  for  water  is  generally  practiced  by  mutual 
companies  in  southern  California.  A  study  made  in  1935  (16,  pp. 
144-145  and  155)  of  48  mutual  companies  in  that  area,  which  in- 
cluded practically  all  of  the  larger  ones,  showed  that  32  were  using 
tolls,  mostly  in  addition  to  assessments.  It  also  showed  that  for 
all  of  the  companies  for  which  segregations  of  operating  income 
could  be  obtained  for  1930-34,  the  average  income  per  acre  from 
sales  of  water,  almost  entirely  to  stockholders,  exceeded  in  the  last 
4  years  of  the  5-year  period  the  average  income  per  acre  from 
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stock  assessments.  Only  5  of  the  17  mutual  companies  in  the  pres- 
ent study  made  charges  regularly  for  water  service.  As  in  the  case 
of  irrigation  districts,  the  bases  of  the  charges  varied  considerably. 

SERVICE  OF  WATER  TO  NONSTOCKHOLDERS 

Mutual  irrigation  companies  customarily  deliver  water  only  to 
their  own  shareholders,  or  members,  at  cost.  This  is  the  purpose 
of  this  type  of  enterprise.  It  must  be  made  the  principal  object  in 
order  to  establish  exemption  from  income  taxation  and,  in  at  least 
some  States,  to  avoid  regulation  of  public-utility  service.  Some 
companies,  however,  carry  .water  for  other  organizations,  or  for 
various  reasons  they  deliver  water  to  some  users  who  are  not 
shareholders. 

Only  two  of  the  mutual  companies  in  the  present  study  were 
reported  as  serving  nonstockholders.  In  one  case  only  a  small 
quantity  of  water  was  delivered  to  a  nonstockholder  who  held  a 
senior  priority  in  an  irrigation  ditch  that  had  been  acquired  by 
the  company.  The  outside  service  of  the  other  company,  which 
originated  as  a  Carey  Act  project,  covered  a  considerable  area  and 
included  several  mutual  companies  and  a  number  of  small  indi- 
vidual consumers.  A  large  part  of  this  service  originated  in 
"water-right"  deeds  which  were  exchanged  for  shares  of  stock 
in  these  other  companies  to  facilitate  construction  and  mainte- 
nance of  the  main  canal.  Some  of  the  outside  service,  however, 
included  rentals  to  small  suburban  tracts. 

UNINCORPORATED    IRRIGATION    ASSOCIATIONS 

These  organizations  derive  their  revenues  from  payments  by 
members  of  their  proportionate  shares  of  the  necessary  expendi- 
tures. Certain  State  statutes  provide  for  the  incurring  of  costs  of 
operation  and  maintenance  by  part  of  the  members  of  such  an 
association  and  recovery  from  the  others  of  their  just  proportions. 
Recovery  from  any  member  of  an  unincorporated  association  who 
refuses  to  pay  his  share  of  a  needed  expenditure  must  be  by  court 
action. 

COMMERCIAL  IRRIGATION  COMPANIES 

Revenues  of  private-contract  irrigation  companies  come  chiefly 
from  payments  for  use  of  water  made  by  holders  of  "water-right" 
deeds  or  contracts,  pursuant  to  rates  fixed  by  agreement  between 
the  company  and  the  water  users  and  not  subject  to  public  regula- 
tion. Those  of  public-utility  companies  come  from  payments  made 
by  consumers  under  rates  fixed  by  public  authority,  or  subject  to 
such  regulation.  Construction  or  development  companies  were 
intended  for  limited  life  with  profits  to  be  derived  from  sales  of 
their  completed  works,  and  with  only  incidental  income  from 
water  service  during  the  development  period. 

PRIVATE-CONTRACT  COMPANIES 

Many  irrigation  companies  entered  into  contracts  with  water 
users.    These  contracts  specified  fixed  annual  charges  which  were 
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intended  to  cover  costs  of  operating  and  maintaining  the  system, 
such  as  $2  an  acre  per  annum  for  the  life  of  the  contract.  In  many 
cases  the  contracts  were  to  be  perpetual.  The  charges  were  pred- 
icated upon  the  economic  conditions  that  prevailed  when  the 
contracts  were  executed ;  they  were  made  low  in  order  to  be  attrac- 
tive to  prospective  settlers;  they  included  little  or  no  margin 
against  future  changes  in  economic  and  operating  conditions ;  and 
they  were  inflexible.  Furthermore,  they  were  usually  the  only 
source  of  revenue,  the  very  existence  of  which  depended  upon  the 
willingness  of  persons  to  patronize  the  company  by  entering  into 
such  contracts. 

After  their  contracts  were  executed,  private-contract  com- 
panies faced  mounting  costs  of  operation  and  maintenance.  When 
such  contracts  ran  perpetually,  the  company  had  no  authority  to 
increase  rates  as  costs  of  operation  rose.  Nor  could  the  water 
users  require  lower  rates  in  periods  of  depression,  as  could  be 
done  in  the  case  of  companies  subject  to  public  regulation.  Water 
users  often  benefited  at  first.  Eventually,  however,  they  felt  the 
effects  of  inadequate  service,  as  the  company  necessarily  had  to 
cut  costs  of  operation  or  go  out  of  business.  For  this  reason, 
among  others,  many  private-contract  companies  have  gone  out  of 
business  and  have  been  succeeded  by  districts  or  mutual  companies. 
Others  have  continued  operating.  Some  of  those  that  continued 
operating  at  a  loss,  including  one  company  in  the  present  study, 
eventually  showed  the  effects  in  deterioration  of  physical  works 
and  in  quality  of  service.  In  some  cases  contract  holders  may  have 
agreed  to  pay  higher  rates  in  order  to  obtain  better  service,  but  it 
is  doubtful  whether  this  occurred  very  often. 

Two  companies  studied  benefited  from  the  fact  that  their  con- 
tracts provided  for  apportioning  the  actual  annual  costs  of  operat- 
ing the  various  facilities  to  the  lands  served.  The  apportionment 
was  made  annually  and  was  based  upon  the  books  of  the  com- 
panies, without  the  necessity  of  obtaining  the  further  consent  of 
the  water  users. 

PUBLIC-UTILITY  COMPANIES 

Commercial  companies  that  serve  irrigation  water  to  the  public 
derive  their  revenues  from  rates  paid  by  the  consumers.  These 
rates  are  either  regulated  by  the  State  or  are  subject  to  such  regu- 
lation. The  rates  take  various  forms.  Some  consist  of  annual 
charges  per  acre  irrigated.  Others  are  based  upon  quantities  of 
water  delivered  to  the  consumer.  Still  others  couple  standby 
charges  with  quantitative  charges  for  the  actual  use  of  water. 

Theoretically,  rates  charged  by  a  public-utility  irrigation  com- 
pany may  be  so  regulated  by  the  State  as  to  enable  the  company  to 
stay  in  business  and  to  perform  its  public-service  functions  at  a 
profit.  Actually,  in  various  cases  it  has  appeared  inadvisable  to 
order  rate  increases  or  to  apply  for  them  (12,  pp.  9-14).  To  fix 
rates  that  consumers  either  will  not  or  cannot  pay  means  loss  of 
business  and  of  the  company's  chief  source  of  income.  For  this 
reason,  many  public-utility  irrigation  companies  have  continued 
to  onerate  without  profit. 
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THE  "WATER-RIGHT  BONUS"  CHARGE 

In  early  days,  many  commercial  companies  required  prospective 
consumers  to  make  payments  for  "water  rights"  as  conditions 
precedent  to  the  service  of  water.  These  payments  reimbursed  the 
companies  for  substantial  portions  of  the  cost  of  construction  of 
irrigation  systems.  In  some  cases,  they  were  intended  to  cover  the 
entire  estimated  cost.  Some  of  these  contracts  provided  that  upon 
the  fulfillment  of  certain  conditions  the  irrigation  systems  would 
be  deeded  to  the  contract  holders ;  others  contained  no  such  provi- 
sion and  payment  for  a  "water  right"  became  known  as  a  "bonus" 
or  "royalty."  In  some  cases  exaction  of  a  bonus  by  a  company 
engaged  in  public  service  has  been  held  to  be  illegal  (30,  vol.  I,  p. 
733,  and  vol.  II,  p.  1181 ;  12,  pp.  18-20). 

The  initial  "water-right"  charge  ranged  in  some  instances  from 
$5  to  $15  an  acre.  However,  in  two  cases  studied  the  current 
charge  for  a  perpetual  "water  right"  is  $50  an  acre.  In  one  of 
these  cases  the  charge  had  once  reached  a  high  of  $100  an  acre. 
When  the  contract  contained  no  provision  for  deeding  the  system 
to  the  water  users,  the  purchasers  of  such  permanent  rights  to 
receive  water  contributed  materially  to  the  capital  cost  of  the 
irrigation  system,  although  they  did  not  acquire  immediate  or 
prospective  title  to  any  part  of  the  system  or  any  control  over  its 
operation.  Under  contracts  that  provided  for  eventual  convey- 
ance of  title,  conveyance  was  subsequently  made,  or  the  equities 
of  the  contracting  water  users  were  protected  pending  the  trans- 
action. Some  companies  that  had  made  initial  "water-right" 
charges  were  held  to  be  engaged  in  public  service.  In  these  cases 
bonus  payments  were  taken  into  account  in  adjusting  the  annual 
rates  for  water  service  as  between  consumers  who  had  made  such 
payments  and  those  who  had  not  done  so. 

Water  Service 

WATER  PRIVILEGES   UNDER  IRRIGATION   ORGANIZATIONS 
APPLICATION  OF  WATER-RIGHT  LAWS  TO  IRRIGATION  ORGANIZATIONS 

State  laws  that  govern  the  acquisition  and  exercise  of  appro- 
priative  water  rights  apply  to  water  users  in  general — individuals, 
unorganized  groups,  and  public  and  private  entities.  Thus  a  dis- 
trict or  a  private  company  may  appropriate  water  for  use  within 
a  designated  area.  The  organization  holds  the  formal  title  to  the 
appropriative  right,  but  the  water  users  have  either  the  beneficial 
ownership  of  the  water  right  or  at  least  a  beneficial  interest  in  it. 
Or  individual  users  may  hold  the  legal  as  well  as  the  equitable  title 
to  the  water  right,  the  enterprise  having  title  to  the  irrigation 
works  only.  Or  the  enterprise  organization  and  the  water  users 
may  be  deemed  to  hold  the  appropriative  right  in  common,  the  acts 
of  both  being  necessary  to  effectuate  a  valid  appropriation  and  to 
keep  it  alive  (17,  pp.  311-313 ;  16,  pp.  212-219) .  Most  of  the  water 
rights  under  which  the  enterprises  studied  delivered  water  to  users 
were  appropriative  rights. 
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Riparian  rights  to  the  use  of  waters  of  surface  streams  inhere 
in  the  ownership  of  lands  riparian  to  the  stream.  The  title  to  a 
riparian  right  vests  in  the  riparian  landowner,  even  though  the 
water  to  which  the  right  relates  is  served  to  the  riparian  lands  by 
an  organization.26  Three  irrigation  enterprises  studied  included 
lands  for  which  riparian  rights  were  claimed. 

Title  to  a  correlative  right  to  the  use  of  ground  water,  which  in 
many  respects  is  analogous  to  the  riparian  right,  likewise  belongs 
to  the  owner  of  the  overlying  land.27 

APPURTENANCE    OF    WATER    RIGHTS    AND    WATER    PRIVILEGES    TO    LAND* 

Whether  the  right  to  receive  water  from  an  irrigation  enterprise 
is  appurtenant 23  to  a  specific  tract  of  land  depends  upon  the  water- 
law  doctrines  of  the  State  and,  in  some  cases,  upon  the  character 
and  policies  of  the  enterprise  that  furnishes  the  water. 

A  riparian  water  right  is  appurtenant  to  riparian  land  (in  Cali- 
fornia, it  is  more  than  an  easement  or  appurtenance ;  it  is  part  and 
parcel  of  the  land),  and  although  the  right  may  be  divested  from 
the  land,  it  cannot  be  transferred  as  such  to  nonriparian  land. 

An  appropriative  water  right — the  type  under  which  most  enter- 
prises operate — is  generally  appurtenant  to  the  land  in  connection 
with  which  the  right  is  acquired.  This  may  be  an  individual  tract 
or  the  entire  service  area  of  an  enterprise.  In  most  States,  how- 
ever, it  may  be  severed  from  that  land  and  transferred  to  other 
land  under  certain  conditions.  There  are  some  exceptions  to  the 
general  rule  of  appurtenance.  In  Wyoming,  for  example,  natural 
flow  rights  are  appurtenant  to  land,  whereas  storage  rights  may 
be  attached  to  specific  parcels  by  agreement  between  the  reservoir 


26  Owners  of  a  tract  of  riparian  land  in  southern  California  formed  a 
mutual  water  company  and  conveyed  all  their  water  rights  to  the  company 
in  exchange  for  all  shares  of  stock  of  the  company.  They  then  proceeded  to 
sell  the  lands  to  individuals,  accompanied  in  each  case  by  a  proportionate 
number  of  shares  of  the  mutual-company  stock.  The  California  Supreme 
Court  held  that  title  to  the  riparian  rights  never  had  been  divested  from  the 
landowners,  and  that  any  title  held  by  the  mutual  water  company  at  any 
stage  of  the  transactions  was  only  as  a  trustee. — Copeland  v.  Fairvievj  Land 
&  Water  Co.,  165  Calif.  148,  161-163,  131  Pac.  119   (1913). 

In  California,  a  city  may  claim  a  riparian  right  for  municipally  owned 
land  riparian  to  a  stream,  but  not  for  privately  owned  land  in  the  city. 
Antioch  v.  Williams  Irrigation  District,  188  Calif.  451,  456,  205  Pac.  688 
(1922).  In  Texas  it  was  held  that  a  city  may  be  a  riparian  proprietor  in  its 
corporate  capacity  and  entitled  to  riparian  rights  in  a  stream  on  which  it 
owns  land.    Grogan  v.  Brownwood,  214  S.  W.  532,  536  (Tex.  Civ.  App.  1919). 

27  Cases  that  involve  the  powers  of  public  organizations  in  California  to 
enforce  the  rights  of  landowners  to  ground  waters  are  discussed  in  a  study  of 
western  water  law  (17,  pp.  193-194). 

28  An  appurtenance  to  land  is  something  that  belongs  to  and  is  attached 
to  the  land  and  passes  with  title  to  the  land.  A  water  right  that  has  been 
acquired  and  is  exercised  in  connection  with  the  beneficial  use  of  a  specific 
parcel  of  land  is  often  held  to  be  appurtenant  to  that  parcel  of  land,  but 
it  is  not  an  inseparable  appurtenance.  Under  certain  circumstances  an 
appurtenant  water  right  may  be  reserved  in  a  conveyance  of  the  land,  or  it 
may  be  separately  conveyed.  Furthermore,  an  appropriative  right  may  be 
lost  by  abandonment,  or  by  forfeiture  under  the  statutes  of  some  States, 
and  either  an  appropriative  or  a  riparian  right  may  be  lost  by  prescription 
(17,  pp.  385-386). 
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owner  and  the  water  user  or  they  may  be  left  floating.  In  Colorado, 
appropriative  rights  may  or  may  not  be  appurtenant  to  land. 

Irrigation  districts. — Generally,  in  case  of  irrigation  districts, 
water  rights  are  held  by  the  organization  and  are  appurtenant  to 
the  entire  area  included  within  the  district  boundaries.  Some  ex- 
ceptions were  noted  when  the  districts  had  not  acquired  title  to  all 
preexisting  individual  rights,  which  retained  their  priorities  and 
their  appurtenance  to  specific  tracts  of  land. 

As  distinguished  from  the  water  right  to  which  the  district  holds 
formal  title,  the  right  of  a  holder  of  irrigable  land  within  an  irriga- 
tion district  to  receive  water  from  the  district  is  usually  appur- 
tenant to  the  specific  tract  of  irrigable  land.  Such  land  was  included 
in  the  district  and  subjected  to  taxation  for  district  purposes  be- 
cause of  the  benefit  that  was  expected  to  accrue  from  the  district 
operations.  Indirect  benefits  arise  whether  or  not  the  particular 
land  is  irrigated.  For  example,  the  value  of  the  land  in  the  district 
is  increased.  In  certain  cases  the  courts  have  regarded  an  inci- 
dental or  indirect  benefit  flowing  from  a  public  improvement  as 
sufficient  to  justify  the  imposition  of  a  part  of  the  burden  of  the 
improvement.29  But  the  primary  reason  for  including  irrigable 
land  in  an  irrigation  district  is  to  provide  that  land  with  water. 
This  direct  benefit  is  the  chief  legal  justification,  and  in  many 
Western  States  the  only  one,  for  so  including  the  land  and  for 
assessing  it  for  district  purposes  as  compensation  for  the  direct 
benefit  thus  received.  This  direct  benefit — the  right  to  receive 
water — pertains  to  the  specific  tract,  as  listed  on  the  assessment 
roll,  and  is  therefore  appurtenant  to  that  tract. 

Other  districts. — Water  rights  of  districts  other  than  standard 
irrigation  districts  may  be  appurtenant  to  individual  tracts,  or  to 
entire  areas  within  the  boundaries  of  the  district,  depending  upon 
applicable  State  laws  and  the  particular  circumstances  under 
which  the  rights  were  acquired. 

The  right  of  an  individual  to  receive  water  from  some  districts 
vests  in  the  owner  of  land  within  the  district  solely  by  reason  of 
inclusion  of  the  land  because  of  the  benefit  to  be  derived.  This  is 
the  case  with  the  California  water  district.  Each  landowner  in 
such  district  is  entitled  to  an  apportionment  of  water  based  upon 
the  ratio  of  his  latest  assessment  to  the  total  assessment  of  the  dis- 
trict. But  if  the  district's  revenue  is  derived  from  sale  of  water  in 
lieu  of  assessments,  water  sold  to  landowners  must  be  apportioned 
ratably  to  each  landowner  who  applies  for  it. 

The  right  to  individual  water  service  in  some  other  types  of 


29  In  Los  Angeles  County  Flood  Control  District  v.  Hamilton,  177  Calif. 
119,  126-127,  169  Pac.  1028  (1917),  the  California  Supreme  Court  stated: 
"An  examination  of  these  cases  will  show  that  the  courts  have  regarded  an 
incidental  or  indirect  benefit  as  sufficient  to  justify  the  imposition  of  a  part 
of  the  burden  of  the  improvement.  Such  indirect  benefit  may  result  from 
the  improvement  of  neighboring  and  surrounding  land,  and  the  consequent 
increase  in  the  value  of  all  land  within  the  district."  In  26  California  Juris- 
prudence, p.  368,  sec.  583,  it  is  stated  with  regard  to  irrigation  districts: 
".  .  .  land  may  be  included  even  though  it  is  only  incidentally  or  indirectly 
benefited,  as  where  it  shares  in  the  general  increase  of  land  values  owing 
to  the  improvements  in  the  vicinity." 
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districts,  including  the  Colorado  water  conservancy  district  and 
the  Nebraska  public  power  and  irrigation  district,  is  derived  from 
the  execution  of  a  voluntary  water-service  contract  between  the 
individual  landowner  and  the  district.  The  question  of  appurte- 
nance of  the  service  right  to  the  land  depends  upon  State  law  and 
the  terms  of  the  contract.  For  example,  the  right  to  water  service 
under  the  contract  between  the  water  user  and  the  Colorado  water 
conservancy  district  is  attached  to  and  transferable  with  the  lands 
described  in  the  contract,  but  use  of  the  water  is  not  necessarily 
limited  to  such  lands.  Moreover,  the  district  has  statutory  author- 
ity to  transfer  permanently  the  right  to  water  service  from  one 
tract  to  another.  If  all  water  charges  have  been  paid,  this  transfer 
may  be  made  only  with  the  consent  of  the  affected  landowner.  In 
case  of  delinquency,  the  board  may  declare  the  contract  forfeited 
and  may  sever  the  water-service  right  from  the  land  without  the 
owner's  consent. 

Mutual  irrigation  companies. — Title  to  water  rights  exercised  by 
a  mutual  company  may  be  vested  in  the  irrigation  organization  or 
in  individual  shareholders,  depending  upon  State  lawT  and  upon  the 
action  taken  in  acquiring  the  rights. 

Appurtenance  of  water  to  land  is  an  element  of  the  water  right ; 
it  is  to  be  distinguished  from  appurtenance  of  mutual-company 
stock  to  land,  which  is  a  contractual  matter  between  the  company 
and  its  stockholders.  In  practice,  the  two  terms  often  amount  to 
the  same  thing.  Even  when  the  water  is  legally  appurtenant  only 
to  the  general  service  area,  locating  shares  of  stock  upon  individual 
tracts  of  land  would  tie  the  service  of  water  to  those  tracts.  The 
water  rights  under  which  a  mutual  company  operates  may  be  ap- 
purtenant to  the  general  service  area  or.  to  the  individual  tracts 
served  by  the  company,  depending  on  the  circumstances  (16,  pp. 
30-32,  65-76). 

Commercial  irrigation  companies. — Commercial  companies  usu- 
ally hold  formal  title  to  the  water  rights  they  exercise.  But  the 
question  as  to  whether  a  company  is  to  be  regarded  as  the  appro- 
priator  or  as  merely  the  agent  for  individual  consumer-appropria- 
tors  has  been  decided  diiferently  in  different  States.30  One  Colorado 
company  studied  was  involved  in  a  case  in  which  it  was  held  that 
neither  the  company  alone  nor  the  consumers  alone  were  appro- 


3"  For  example,  the  Oregon  Supreme  Court  held  in  the  case  of  In  re  Walla 
Walla  River,  141  Oreg.  492,  496-498,  16  Pac.  (2d)  939  (1932),  that  when  a 
public  service  corporation  had  complied  with  all  the  provisions  of  a  statute 
relating  to  the  use  of  certain  waters  for  general  rental,  sale,  or  distribution, 
the  corporation,  and  not  the  owner  of  the  land  supplied,  was  the  appropriator 
of  the  right  to  use  the  water.  On  the  other  hand,  the  Arizona  Supreme  Court 
stated  in  Whiting  v.  Lyman  Water  Co.,  59  Ariz.  121,  124,  124  Pac.  (2d) 
316  (1942),  that  the  right  to  the  delivery  of  water  from  an  irrigation  system 
owned  and  operated  by  a  corporation  "depends  entirely  upon  the  right  of 
appropriation  held  by  the  water  user,  and  is  not  in  any  manner  dependent 
upor.  his  owning  stock  in  such  a  corporation.  Such  companies  have  duties 
similar  to  that  of  common  carriers,  and  must  carry  the  water  which  they 
do  not,  and  can  never,  own,  to  the  person  who  has  the  right  to  use  it  by 
virtue  of  an  appropriation  under  the  laws  of  the  state,  upon  the  payment  of 
proper  carriage  charges,  regardless  of  the  ownership  of  stock  in  the  corpora- 
tion."' 
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priators  in  the  strict  sense  of  the  term ;  their  combined  acts  were 
necessary  to  constitute  the  appropriation  and  to  keep  it  alive. — Jef- 
ferson County  v.  Rocky  Mountain  Water  Co.  (102  Colo.  351,  356, 
361,  79  Pac.  (2d)  373  (1938)). 

Water  served  by  a  commercial  company  may  be  appurtenant  to 
the  general  service  area,  as  with  enterprises  that  have  been  de- 
clared to  be  public  utilities  and  are  bound  to  deliver  water  to  any 
applicant  within  the  dedicated  area  upon  payment  of  the  prescribed 
rates.  It  may  also  result  from  adjudication  of  the  company's  water 
rights  to  the  general  area.  But  if  the  water  users  rather  than  the 
corporation  are  regarded  as  the  true  appropriators,  the  water 
rights  may  be  appurtenant  to  the  individual  tracts  irrigated,  as  in 
Arizona."  Furthermore,  deeds  or  contracts  between  company  and 
consumers  usually  relate  to  specific  parcels  of  land. 

INDIVIDUAL  WATER  PRIVILEGES 

Districts. — The  right  of  an  individual  to  receive  water  from  an 
irrigation  or  other  district  depends  upon  the  provisions  of  the 
statute  under  which  the  district  is  organized.  The  measure  of  the 
right  varies  considerably  from  State  to  State  and  within  States. 

Irrigation  districts. — State  irrigation-district  laws  usually  con- 
tain provisions  that  relate  to  distribution  of  water  by  the  districts. 
Some  of  these  laws  prescribe  the  basis  of  apportionment  of  water 
(13,  pp.  94-97) .  The  various  statutory  requirements  include :  (1) 
An  equal  quantity  of  water  to  each  acre  assessed  for  district  pur- 
poses ;  (2)  a  quantity  based  upon  the  ratio  of  the  assessed  value  of 
the  tract  to  total  assessment  for  the  district;  (3)  a  quantity  meas- 
ured by  individual  allotment  of  water;  (4)  an  apportionment  "pro 
rata"  to  lands,  subject  to  the  law  of  priorities,  or  pro  rata  to  lands 
assessed ;  and  (5)  an  "equitable"  quantity  of  water  on  the  basis  of 
its  beneficial  use.  Statutes  of  several  States  provide  that  water 
acquired  under  a  contract  with  the  United  States  shall  be  distrib- 
uted according  to  Federal  laws  and  regulations  and  the  provisions 
of  the  contract.  Various  State  statutes  authorize  delivery  of 
water  to  district  landowners  upon  payment  of  tolls  or  water 
charges,  which  may  be  either  uniform  per  acre  or  graduated  in 
relation  to  quantity  of  water  delivered. 

Generally,  all  irrigable  lands  subject  to  district  assessments  are 
entitled  to  water  service,  for  which  they  must  pay  according  to 
procedures  prescribed  by  statute.  In  some  States  the  right  to 
water  service  may  be  assigned  under  prescribed  conditions.  Lands 
not  irrigable  for  one  cause  or  another  may  be  excluded  from  the  dis- 
trict, or  they  may  be  given  nominal  assessments.  Because  of  lim- 
ited water  supplies,  one  of  the  districts  studied  took  tax  titles  to 
most  of  the  undeveloped  lands  and  another  arranged  for  the  waiv- 
ing of  rights  on  the  poorer  lands.  Thus  in  both  cases  claims  for 
water  for  use  on  such  lands  were  forestalled.  In  13  of  the  irrigation 
districts  studied,  distribution  of  water  was  made  on  a  practically 
uniform  basis  per  acre.  In  7,  the  quantities  of  water  delivered  were 
optional  with  the  users,  within  limits,  and  charges  for  water  were 
made  in  accordance  with  the  quantities  so  delivered. 

Provisions  in  the  irrigation-district  laws  relating  to  the  appor- 
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tionment  of  water  stem  from  the  fact  that  the  district  is  a  taxing 
entity — it  taxes  lands  primarily  because  they  are  benefited  by  their 
right  to  the  service  of  water.  District  assessments  are  predicated 
upon  the  benefits.  The  quantity  of  water  a  landowner  is  entitled  to 
receive  is  an  element  of  the  benefit ;  sometimes  it  is  the  only  benefit 
that  is  taken  into  consideration.  Allocations  of  water  privileges  by 
irrigation  districts,  therefore,  must  be  in  harmony  with  both  the 
water  rights  of  the  district  and  the  assessments  of  benefits. 

Other  districts. — The  basis  of  individual  water  service  in  the 
California  water  district  depends  upon  whether  district  levies  as- 
sessments. The  statute  provides  that  all  waters  distributed  for 
irrigation  purposes  shall  be  apportioned  ratably  to  each  landowner 
according  to  the  ratio  of  his  latest  assessment  to  the  total  assess- 
ment for  the  district.  But  if  water  is  sold  to  district  landowners 
in  lieu  of  raising  money  in  whole  or  in  part  by  assessment  against 
lands,  the  water  so  sold  must  be  apportioned  ratably  to  each  land- 
owner who  applies  for  it  under  rules  and  regulations  established 
by  the  board  of  directors. 

The  privilege  of  obtaining  water  from  a  Nebraska  public  power 
and  irrigation  district  or  from  a  Colorado  water  conservancy  dis- 
trict depends  primarily  upon  the  contractual  relations  between  the 
water  users  and  the  district.  Water  contracts  are  voluntary  on  the 
part  of  landowners;  and  the  district  boards  of  directors  at  their 
discretion  may  grant  or  deny  any  application  for  water  service. 
The  supply  of  water  to  which  a  user  is  entitled,  the  method  and 
time  of  delivery,  and  the  annual  charges  for  water  are  determined 
by  the  terms  of  the  contract. 

Mutual  irrigation  companies. — The  privilege  of  obtaining  water 
from  a  standard  incorporated  mutual  company  is  derived  from  the 
holding  of  shares  of  its  capital  stock.  For  11  of  the  mutual-com- 
pany enterprises  studied,  ownership  of  one  share  entitled  its  holder 
to  receive  a  proportionate  part  of  the  water  available  to  the  com- 
pany. The  cost  was  covered  mostly  or  entirely  by  stock  assess- 
ments. In  six  of  these  cases,  the  number  of  shares  per  acre  was 
uniform,  or  substantially  so ;  in  the  others  it  varied  from  farm  to 
farm. 

A  mutual  company  that  has  an  appropriative  right  covering  its 
entire  service  area  may  limit  itself  by  its  own  articles  of  incorpora- 
tion and  policies  to  an  inflexible  basis  of  apportionment  of  water. 
For  instance,  it  may  allocate  one  share  of  stock  to  each  acre  with 
no  provision  for  additional  shares  for  the  land  so  stocked  or  for 
toll  charges.  Or  it  may  allow  a  stockholder  to  own  any  number  of 
shares,  regardless  of  his  irrigated  acreage,  or  to  obtain  additional 
water  by  paying  toll  charges  therefor.  So  far  as  the  corporation 
Jaw  is  concerned,  a  mutual  company  has  great  latitude  with  respect 
to  allocations  of  water  privileges.  Such  allocations  must  neces- 
sarily be  in  harmony  with  the  terms  of  the  water  rights  involved. 

Commercial  irrigation  companies. — A  private-contract  company 
may  limit  itself  by  its  contracts  to  the  delivery  of  uniform  quanti- 
ties of  water  per  acre,  or  it  may  provide  for  variable  deliveries. 
Some  public-utility  irrigation  companies  base  their  rates  on  irri- 
gated acreage ;  others  on  quantities  of  water  delivered. 
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Water  privileges  under  commercial  companies  arise  chiefly  by 
virtue  of  (1)  perpetual  "water  rights"  represented  by  deeds  or 
contracts  between  the  company  and  consumers  and  usually  attached 
to  specific  tracts  of  land;  (2)  water-rental  contracts,  executed  an- 
nually or  for  longer  terms ;  and  (3)  in  case  of  a  public-utility  com- 
pany, location  of  land  within  the  service  area  of  the  company. 
Ordinarily,  rights  of  water  users  under  commercial  companies  do 
not  include  ownership  or  control  of  the  irrigation  system. 

ALLOCATIONS  OF  WATER  TO  CONFORM  TO  LAND  REQUIREMENTS  LIMITED 

In  some  States  the  extent  to  which  an  irrigation  organization  of 
any  type  can  vary  deliveries  of  water  to  satisfy  varying  require- 
ments of  cropland  is  limited.  This  limitation  lies  in  a  provision  of 
the  State  water  law  which  prescribes  the  maximum  quantity  of 
water  per  acre  for  which  an  appropriation  of  water  may  be  made.31 
Statutory  allowances  are  often  adequate,  although  in  some  cases 
they  have  proved  insufficient. 

Again,  whatever  the  type  of  organization,  the  extent  to  which 
allocations  of  water  may  be  varied  to  suit  requirements  of  indi- 
vidual lands  may  be  limited  by  the  character  of  the  water  right 
pursuant  to  which  diversion  of  the  water  is  made.  In  some  cases 
water  rights  have  been  adjudicated  with  respect  to  specific  indi- 
vidual tracts  of  land.  In  other  cases,  the  water  right  relates  to  a 
total  quantity  of  water  appurtenant  to  the  entire  service  area.  In 
this  event,  the  enterprise  (if  permitted  by  its  organizational  law) 
may  do  more  to  adjust  allocations  of  water  privileges  and  deliveries 
of  water  to  the  water  requirements  of  the  lands. 

Some  organizations  were  formed  to  take  over  ownership  and 
operation  of  irrigation  systems  under  which  preexisting  water 
rights  of  individuals  had  been  established  by  court  decree.  Needed 
adjustments  in  such  cases  have  faced  both  legal  and  human  ob- 
stacles. In  some,  no  adjustments  were  made;  the  enterprises 
functioned  solely  as  carriers  of  water  for  individual  users  in  ac- 
cordance with  their  respective  rights. 

Individual  rights  to  water  service  as  between  an  enterprise  and 
its  consumers,  as  distinguished  from  water  rights  fixed  by  court 
decree  in  favor  of  individual  tracts  of  land,  have  been  satisfactorily 
adjusted  in  the  reorganization  of  some  enterprises.  For  example, 
an  irrigation  district  was  formed  to  take  over  the  systems  of  two 
mutual  companies,  under  which  there  had  been  serious  inequalities 
in  the  holding  of  water  privileges  represented  by  shares  of  mutual- 
company  stock.  The  district  bought  up  the  outstanding  capital 
stock  by  issuing  bonds  to  individual  stockholders  and  thereby  re- 
moved the  inequalities.  In  taking  over  the  system  of  an  irrigation 
district,  one  mutual  company  readjusted  the  service  area  satisfac- 
torily. It  issued  shares  of  its  capital  stock  to  those  landowners 
within  the  boundaries  of  the  former  district  who  were  entitled  to 
be  served  thereafter  by  the  company ;  it  subsequently  bought  in  the 
shares  attached  to  some  outlying  tracts ;  and  it  encouraged  trans- 

31  Water-appropriation  statutes  of  several  States  contain  such  limitations. 
The  statutory  requirements  of  the  several  States  are  abstracted  in  a  study 
of  western  water  law  (17,  pp.  431-469). 
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f ers  of  stock  which  had  the  effect  of  concentrating  the  area  of  land 
entitled. to  the  service  of  water. 

DISTRIBUTION  OF  WATER 
POINT   OF   DELIVERY   OF   WATER 

A  typical  irrigation  system  consists  of  diversion  works ;  a  main 
canal  leading  to  the  irrigated  area ;  and  a  network  of  main  laterals 
leading  from  the  main  canal,  sublaterals  leading  from  the  main 
laterals,  and  increasingly  smaller  auxiliary  ditches  that  eventually 
reach  each  irrigated  farm.  It  is  the  reverse  of  the  natural  drainage 
system  of  a  watershed  in  which  small  drainageways  feed  into 
larger  ones  until  the  main  river  is  reached.  Some  irrigation  enter- 
prises own  only  the  diversion  works  and  main  canals ;  others  own 
the  complete  distribution  systems  down  to  the  individual  farms. 
In  still  other  cases,  there  are  varying  combinations  of  canal  owner- 
ship. Operation  and  maintenance  of  laterals  usually  although  not 
necessarily  coincide  with  their  ownership.  The  point  at  which 
water  is  delivered  by  the  enterprise  to  the  users  is  a  function  of 
operation  and  maintenance  (9,  pp.  2-7) . 

Some  enterprises  deliver  water  only  out  of  the  main  canals  or 
main  laterals,  from  which  points  the  water  users  must  convey  the 
water  to  their  farms,  sometimes  a  considerable  distance  away,  in 
their  own  lateral  ditches.  The  responsibility  of  the  project  ceases 
at  the  points  of  delivery.  There  the  aggregate  quantities  of  water 
delivered  are  measured  or  estimated  by  the  project  ditch  tenders, 
regardless  of  the  number  of  users  supplied  at  a  given  point.  Some 
farmer  laterals  that  thus  head  at  the  project  canals  serve  single 
farms.  The  responsibility  for  operation  and  maintenance  of  such 
laterals  rests  upon  the  one  user  of  water.  Other  laterals  are  owned 
in  common  by  several  or  many  farmers.  Operation  and  mainte- 
nance of  laterals  owned  by  large  groups  of  farmers  are  usually  con- 
trolled through  some  kind  of  formal  organization. 

Other  enterprises  operate  large  systems  of  laterals  and  sublat- 
erals to  deliver  water  to  individual  farms.  This  does  not  necessar- 
ily mean  that  the  project  canals  reach  the  boundary  of  every  farm. 
Some  were  laid  out  for  that  purpose ;  when  they  were  constructed 
they  reached  substantially  every  ownership.  But  later,  subdivi- 
sions were  often  made.  Local  distribution  to  the  subdivided  tracts 
was  undertaken  in  some  cases  by  the  project;  in  others  it  was  left 
to  local  arrangement.  An  approach  to  the  practice  of  individual 
deliveries  is  made  on  projects  having  lateral  systems  constructed 
to  the  corner  or  high  point  of  some  designated  minimum  area — 160, 
40,  or  even  fewer  acres.  The  size  of  the  unit  was  often  closely  re- 
lated to  the  expected  type  of  agriculture.  One  type  of  lateral  sys- 
tem is  that  designed  to  deliver  water  at  points  not  exceeding  pre- 
scribed distances  from  certain  legal  subdivisions,  such  as  one-half 
mile  from  each  quarter-section.  This  type  is  in  much  less  general 
use  than  those  previously  discussed. 

The  larger  number  of  enterprises  studied  went  beyond  the  skele- 
ton systems  of  main  canal  and  a  few  main  laterals  and  undertook 
to  deliver  water  either  to  the  farms  or  to  points  within  reasonable 
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distances  from  them.  More  of  the  districts  than  of  the  private  com- 
panies did  this,  partly  because  of  the  greater  facilities  of  districts 
in  floating  bond  issues  for  complete  construction,  and  partly  be- 
cause of  the  practice  of  the  Federal  Government  of  building  lateral 
systems  for  reclamation  projects  now  operated  by  districts.  In 
many  mutual-company  systems,  which  were  built  by  water  users, 
responsibility  for  the  main  canal  was  collective  and  that  for  the 
farm  laterals  individual.  i 

METHOD  OF  WATER  DELIVERY 

The  three  principal  methods  of  delivering  water  to  users  are 
(9,  pp.  7-24)  : 

(1)  Continuous  flow. — This  involves  delivery  of  water  into  the 
head  of  each  farm  lateral  continuously  throughout  the  irrigation 
season.  It  does  not  necessarily  mean  that  each  irrigator  takes  the 
water  incessantly ;  it  means  that  he  has  the  right  to  do  so.  Simul- 
taneous delivery  of  water  to  all  users  in  the  project  usually  neces- 
sitates very  small  irrigation  "heads"  or  "streams." 

(2)  In  rotation. — This  is  the  delivery  of  water  by  turns  to  vari- 
ous portions  of  the  service  area.  Water  thus  may  be  rotated  among 
sections  of  the  main  canal,  from  one  lateral  to  another,  or  among 
the  users  under  each  lateral.  Larger  heads  or  streams  are  avail- 
able to  individual  irrigators  under  this  method  than  under  con- 
tinuous delivery.  Intermittent  delivery  permits  accumulation  of 
what  under  the  continuous-delivery  method  would  be  several  small 
irrigation  streams.  Many  enterprises  that  follow  this  method 
operate  under  coordinated  schedules  which  result  in  deliveries  to 
an  individual  at  regular  intervals. 

(3)  On  demand. — Under  this  method,  deliveries  of  water  are 
made  when  requested  by  a  user,  in  the  quantities  asked  for,  and, 
so  far  as  practicable,  with  the  size  of  irrigation  stream  desired.  As 
in  rotation,  and  for  the  same  reason,  larger  heads  or  streams  are 
possible  in  demand  deliveries  than  when  water  is  delivered  con- 
tinuously. 

Available  data  do  not  indicate  that  methods  of  delivering  water 
to  irrigators  are  influenced  by  the  type  of  irrigation  organization. 
Certain  methods  of  delivering  water  appear  to  be  characteristic  of 
particular  areas  in  the  West ;  they  depend  to  a  greater  or  lesser  ex- 
tent upon  availability  of  water  supplies.  Moreover,  the  betterment 
of  a  water  supply  by  an  organization  as  a  rule  does  not  appear  to 
have  resulted  in  any  material  change  in  methods  of  delivering 
water. 

MEASUREMENT  OF  WATER 

About  three-fifths  of  the  enterprises  studied  were  reported  as 
measuring  the  water  delivered  to  the  users.  Although  70  percent 
of  both  mutual  and  commercial  companies  so  considered  measured 
water  to  users,  only  46  percent  of  the  districts  did  so.  This  dis- 
parity reflects  the  somewhat  higher  proportion  of  fully  adequate 
water  supplies  of  the  districts ;  it  may  also  be  due  partly  to  the  fact 
that  many  districts  accord  uniform  water  privileges  to  all  owners 
of  assessed  land,  based  solely  upon  acreage.    When  this  is  done  the 
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incentive  for  measurements  is  usually  less  than  when  quantitative 
charges  for  water  are  imposed.  Water  deliveries  by  many  mutual 
companies,  on  the  other  hand,  are  uniform  per  share  of  stock,  while 
those  made  by  commercial  companies  depend  upon  contract  or  pub- 
lic-utility rights.  This  contrast  is  not  complete,  as  stock  holdings 
in  a  substantial  percentage  of  mutual  companies  are  uniform  per 
acre  and  in  many  such  cases  tolls  are  not  charged.  Rights  under  a 
number  of  commercial  companies  are  also  uniform  per  acre,  al- 
though many  public  utilities  make  charges  according  to  the  quan- 
tity of  water  delivered. 

Installation  of  measuring  devices  takes  a  good  deal  of  money. 
The  tendency  of  various  enterprises  that  have  not  measured  water 
to  users  is  to  get  along  without  this  expenditure  so  long  as  the  users 
are  reasonably  satisfied.  In  some  cases,  repeated  wTater  shortages 
and  the  necessity  of  conserving  water  have  led  organizations  to 
make  the  necessary  expenditure  for  installing  measuring  devices. 

Among  the  several  methods  of  measurement  studied,  the  use  of 
weirs  greatly  predominated.  Weirs  were  either  rectangular  or 
were  Cipolletti  (trapezoidal)  weirs.  Other  devices  included  Par- 
shall  flumes,  submerged  orifices,  and  commercial  meters. 

COST  OF  IRRIGATION  WATER 

For  the  individual  enterprises  studied,  the  prewar  average  an- 
nual cost  of  water  to  farmers  per  acre  irrigated  ranged  from  8 
cents  to  S28  an  acre.  In  recent  years  costs  have  increased  as  a 
result  of  inflation.  From  1939  to  1945,  for  45  enterprises  for 
which  comparable  figures  were  available,  the  total  per  acre  charge 
for  water  increased  by  25  percent.  For  22  enterprises  for  which 
operation  and  maintenance  costs  were  available  separately,  the  in- 
crease in  the  cost  of  operation  and  maintenance  was  only  17  per- 
cent. This  indicates  that  the  increase  in  total  cost  was  more  a  re- 
sult of  increased  payments  on  indebtedness  than  of  increased  oper- 
ating costs. 

The  average  cost  of  water  ranged  from  8  cents  to  $17  an  acre  for 
mutual  companies,  from  60  cents  to  $24  for  commercial  companies, 
and  from  75  cents  to  S28  for  districts.  These  differences  are  con- 
sistent with  differences  in  type  of  farming — more  intensive  farm- 
ing can  pay  higher  costs  per  acre  for  water — but  they  are  not  be- 
lieved to  indicate  a  significant  relationship  to  type  of  organization. 

Cost  of  water  is  discussed  further  in  a  later  section,  which  deals 
with  the  success  or  failure  of  irrigation  enterprises. 

Management 

control  of  management 

Management  of  an  irrigation  district  is  delegated  to  an  elected 
board  of  directors,  who  are  chosen  by  the  landowners  or  general 
electors  within  the  district,  depending  upon  the  State  law  under 
which  the  district  is  organized.  In  the  case  of  an  incorporated  irri- 
gation company,  management  is  in  the  hands  of  a  board  of  directors 
elected  by  the  stockholders  of  the  corporation.     In  the  case  of  a 
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mutual  company,  the  stockholders  are  also  the  water  users ;  under  a 
commercial  company,  water  users  who  also  own  shares  of  its  capi- 
tal stock — when  any  of  them  own  shares — seldom  constitute  more 
than  a  small  percentage  of  all  consumers. 

Management  of  a  district  or  a  mutual  company,  therefore,  stems 
from  the  users  of  water  served.  In  some  districts,  it  stems  from 
the  general  electors  within  the  locality,  who  are  usually  at  least 
fairly  representative  of  local  sentiment.  But  in  the  case  of  a  com- 
mercial enterprise,  the  stockholders  may  have  no  local  interest 
other  than  ownership  of  stock  in  the  corporation  and  management 
is  not  local.  This  sometimes  has  considerable  bearing  upon  man- 
agement-consumer relationships,  as  noted  below. 

Active  management  is  performed  by  a  manager,  engineer,  or 
superintendent  appointed  by  the  board  of  directors  and  subject  to 
its  control.  Authority  given  to  the  manager  varies  considerably. 
The  size  of  the  operation  and  maintenance  staff  depends  upon  the 
size  of  the  system  and  of  the  service  area,  and  the  extent  to  which 
water  is  distributed  by  the  organization.  Other  things  being  equal 
an  enterprise  that  delivers  water  to  individual  farmers  necessarily 
has  a  larger  operating  force  than  one  that  delivers  water  only  out 
of  the  main  canal. 

CHARACTER  OF  MANAGEMENT 

No  significant  differences  in  efficiency  of  management  among 
types  of  irrigation  organizations  were  revealed  by  the  present 
study. 

The  character  of  management  of  the  larger  number  of  the  enter- 
prises studied  was  apparently  adequate  for  successful  operation  at 
reasonable  cost,  in  view  of  the  circumstances  of  the  projects,  re- 
gardless of  type  of  organization.  Some  reports  did  not  rate  the 
efficiency  of  the  management,  or  did  not  reveal  enough  information 
to  draw  conclusions  concerning  it.  However,  in  the  greater  num- 
ber of  cases  the  management  was  reported  as  good,  or  the  state- 
ments in  the  schedules  justified  such  an  inference.  In  several  in- 
stances, management  was  obviously  of  high  quality.  In  only  two 
cases  was  the  management  considered  definitely  poor.  One  of  these 
was  a  district  and  the  other  a  commercial  company. 

QUALITY  OF  SERVICE 

The  quality  of  the  service  rendered  to  the  water  users  of  an  irri- 
gation project  depends  partly  on  the  financial  circumstances  of  the 
enterprise.  A  project  may  not  render  service  of  high  quality  be- 
cause of  its  inability  to  pay  for  the  service.  But  its  management 
may  be  doing  the  best  it  can  with  what  it  has  to  work  with.  There- 
fore, considering  all  the  circumstances,  the  service  is  good.  Fur- 
thermore, some  systems  require  a  high  type  of  management  to  cope 
with  the  problems  involved  and  to  operate  with  any  reasonable  de- 
gree of  efficiency.  Others  may  get  along  with  spending  little  for 
overhead  and  management  but  may  still  give  as  good  service  as  is 
required.  Under  the  local  circumstances,  high-cost  management 
may  not  be  needed. 
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Although  the  quality  of  the  service  varied  considerably  among 
the  enterprises  studied,  little  relation  was  apparent  between  qual- 
ity of  service  and  type  of  organization.  The  system  of  one  commer- 
cial company  and  the  service  it  rendered  to  its  consumers  were  poor 
as  a  result  of  inadequate  revenue  from  inflexible  annual  rates  fixed 
by  contract.  This  situation  has  existed  in  the  case  of  similar  com- 
mercial enterprises  not  included  in  the  study.  However,  this  is  the 
only  correlation  revealed.  It  does  not  apply  to  those  cases  in  which 
revenues  of  commercial  companies  have  been  adequate. 

DISTRICTS 

The  service  rendered  by  most  of  the  district  organizations 
studied  appeared  to  be  at  least  good.  The  range  was  from  fairly 
good  to  excellent.  In  several  cases,  the  policy  of  making  better- 
ments whenever  needed,  of  rounding  out  water  supplies  to  meet 
requirements  by  acquiring  supplemental  supplies  when  available, 
or  of  defending  the  water  rights  against  attack,  has  resulted  in 
service  of  better  quality  than  would  have  been  the  case  had  the 
management  been  less  diligent.  Deferred  maintenance  of  varying 
extent  and  seriousness  was  reported  in  several  cases. 

MUTUAL  IRRIGATION  COMPANIES 

Irrigation  systems  of  the  greater  number  of  the  mutual-company 
enterprises  studied  were  reported  in  good  condition.  The  quality 
of  the  service  was  said  to  be  satisfactory.  Systems  of  several  com- 
panies were  stated  to  be  fair,  or  fair  to  good,  indicating  that  some 
improvements  were  needed. 

COMMERCIAL  IRRIGATION  COMPANIES 

The  condition  of  the  system  and  the  service  of  water  of  the 
larger  number  of  these  companies  studied  were  reported  to  be  good, 
without  qualification. 

MANAGEMENT-CONSUMER  RELATIONSHIPS 

Ordinarily,  relations  between  management  and  users  of  water 
are  more  satisfactory  under  district  and  mutual-company  organiza- 
tions than  on  commercial-company  projects.  This  is  because  the 
water  users  own  and  control  the  systems  of  the  former.  If  enough 
dissatisfaction  with  management  policies  arises  under  a  district  or 
a  mutual  company,  new  directors  responsive  to  the  prevailing  senti- 
ment are  elected.  No  such  ultimate  control  by  water  users  exists 
in  a  commercial  enterprise.  Factionalism  may  arise  in  community 
enterprises ;  serious  conflicts  have  developed  between  members  of 
boards  of  directors  of  some  such  enterprises.  Nevertheless,  on  the 
whole,  dissatisfaction  of  water  users  with  management  comes  to 
attention  more  generally  under  commercial  enterprises. 

Interests  of  the  management  of  districts  and  mutual  companies 
usually  lie  more  with  the  water  users  than  with  the  financers  and 
creditors  of  the  enterprise.  Interests  of  the  management  of  com- 
mercial companies  lie  more  with  the  financers  and  creditors. 
Water  users  might  consider  management  satisfactory  if  the 
charges  for  water  were  lowered  even  though  not  all  its  indebtedness 
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could  be  met.  But  the  creditors  or  a  management  concerned  with 
the  credit  standing  of  the  organization  would  not  consider  it  so. 
Satisfaction  of  water  users  with  management  of  irrigation  districts 
and  mutual  companies  does  not  necessarily  indicate  management 
aimed  at  financial  success  of  the  enterprise.  Dissatisfaction  with 
management  of  commercial  companies  may  stem  chiefly  from  de- 
sire for  water  at  a  lower  cost. 

Relationships  between  management  and  water  users  were  re- 
ported to  be  satisfactory  in  the  larger  number  of  the  districts 
studied.  Satisfactory  relationships  between  mutual  irrigation 
companies  and  their  water  users  seemed  also  to  be  general.  Some 
dissatisfaction  was  reported,  however,  in  the  case  of  a  few  districts 
and  mutual  companies. 

In  few  cases  were  there  no  reports  of  current  dissatisfaction  on 
the  part  of  water  users  with  management  of  commercial  com- 
panies. Discord  arose  from  various  causes,  although  much  of  the 
contention  has  been  over  rates.  In  certain  instances,  this  has  re- 
sulted in  expensive  litigation  and  in  regulation  of  rates. 

Exemptions  from  Taxation 

Exemption  from  certain  forms  of  taxation  accrues  to  irrigation 
organizations  of  certain  types  under  both  Federal  law  and  the  laws 
of  various  States.  Federal  exemptions  necessarily  apply  equally  in 
all  jurisdictions,  but  State  laws  differ  considerably. 


FEDERAL   INCOME   TAX 


DISTRICTS 

Districts  formed  for  irrigation  purposes  which  are  political  sub- 
divisions of  the  States  in  which  they  are  organized  are  exempted 
from  payment  of  Federal  income  taxes.32  Interest  on  their  bonds 
is  also  exempted  from  Federal  income  taxes.33 

MUTUAL  IRRIGATION  COMPANIES 

The  income  of  a  mutual  irrigation  company,  which,  even  though 
privately  owned,  is  characteristically  a  nonprofit  enterprise,  is 
exempted  from  Federal  income  taxes  if  85  percent  or  more  of  such 
income  is  collected  from  its  own  members  solely  to  meet  losses  and 
expenses  (27,  sec.  101  (10)).  The  85-percent  limitation  allows 
some  margin  to  a  primarily  mutual  company  which  derives  revenue 
from  sources  that  yield  a  profit,  when  this  profit  is  a  minor  part  of 
its  total  income.  Some  mutual  companies  have  had  income  from 
sources  other  than  assessments  and  toll  charges  paid  by  stock- 
holders for  irrigation-water  service.  Such  sources  include  oil- 
producing  lands  and  sales  of  domestic  water  to  outsiders. 

32  Income  of  States,  municipalities,  and  other  political  subdivisions  is  exempt 
from  taxation  under  the  Federal  income  tax  law  (27,  sees.  22  (b)  (8)  and 
116  (d)). 

33  Interest  on  obligations  of  a  State  or  any  political  subdivision  thereof 
is  exempted  from  taxation  under  the  Federal  income  tax  law  and  is  excluded 
from  gross  income  reported  by  the  taxpayer  (27,  sec.  22  (b)    (4)). 
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Interest  on  bonds  of  mutual  companies  is  not  exempted  from 
Federal  income  taxes. 

COMMERCIAL  IRRIGATION  COMPANIES 

The  Federal  income  tax  law  does  not  exempt  commercial  irriga- 
tion enterprises,  which  are  enterprises  for  profit. 

STATE  TAXATION 

A  complete  study  of  State  tax  laws  was  not  made  in  connection 
with  this  study  of  irrigation-enterprise  organizations.  Enough 
was  done  to  reveal  that  various  States  accord  certain  exemptions  to 
various  forms  of  irrigation  organizations  and  that  there  is  no  uni- 
formity in  this  respect  throughout  the  West.  Whether  a  particular 
organization  has  such  an  advantage,  and  the  extent  of  this  advan- 
tage, necessarily  depend  upon  the  laws  of  the  jurisdiction  in  which 
the  organization  is  formed. 

IRRIGATION  DISTRICTS 

The  constitutions  and  statutes  of  some  Western  States  exempt 
irrigation  districts  from  taxation.  Certain  exemptions  apply  to  all 
property  of  the  district,  others  to  all  necessary  and  useful  property 
and  rights,  and  still  others  to  all  property  used  solely  for  irrigation 
purposes.  Provisions  of  certain  other  statutes  particularize  the 
property  to  be  exempted,  such  as  rights  of  way,  ditches,  flumes, 
pipe  lines,  dams,  water  rights,  reservoirs,  pumping  plants,  "and 
other  property  of  like  character."  The  intent  evidently  is  to  cover 
the  water  supply  and  works  generally.  Several  State  laws  exempt 
the  bonds  of  irrigation  districts  from  taxation. 

In  some  States,  exemptions  in  favor  of  districts  relate  to  all  taxa- 
tion. In  others  they  relate  to  taxation  for  State  and  county  pur- 
poses or  for  State,  county,  and  municipal  purposes,  including  the 
State  income  tax  if  there  is  one. 

MUTUAL  IRRIGATION  COMPANIES 

Mutual  irrigation  companies  are  specifically  exempted  from  tax- 
ation in  various  States.  This  may  result,  for  example,  from  exemp- 
tion from  taxation  of  all  irrigation  works  without  mention  of  type 
of  organization;  exemption  of  irrigation  canals  and  appurtenant 
water  rights  if  the  water  is  used  for  irrigation  and  is  not  sold  or 
rented ;  or  specific  exemption  from  separate  taxation  of  the  water 
rights  and  works  of  these  companies  so  long  as  they  are  used  for 
the  service  of  their  own  members  only. 

Other  exemptions  apply  to  property  used  to  generate  and  deliver 
power  for  pumping  water  for  irrigation  and  drainage  if  the 
pumped  water  is  not  sold  or  rented.  The  exemption  accrues  to  the 
benefit  of  the  consumer.  Still  another  is  exemption  from  payment 
of  the  State  income  tax. 

In  general,  corporations  must  pay  taxes  or  fees  incident  to  ob- 
taining and  holding  their  franchises.  The  extent  to  which  irriga- 
tion corporations  are  exempted  from  paying  all  or  part  of  the 
amounts  otherwise  applicable  was  not  investigated,  but  it  is  known 
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that  in  at  least  some  States  they  have  privileges  not  accorded  to 
corporations  for  profit.34 

COMMERCIAL  IRRIGATON  COMPANIES 

Commercial  companies  are  not  usually  accorded  the  same  exemp- 
tions from  taxation  of  their  irrigation  property  as  are  districts 
and  mutual  companies.  Throughout  the  West  exemptions  ordi- 
narily accrue  only  to  nonprofit  enterprises.  No  instance  in  which 
a  commercial  irrigation  company  was  exempted  from  payment  of 
the  corporation  tax  came  to  the  attention  of  the  authors  of  this  pub- 
lication. In  some  States  commercial  companies  pay  taxes  which 
amount  to  a  substantial  proportion  of  their  total  expenses.^  In  such 
States,  on  the  contrary,  districts  have  no  taxes  to  pay  and  mutual 
companies  have  less  than  commercial  companies  or  none  at  all. 

Inclusion  of  Land  in  Irrigation  Projects 

Inclusion  of  a  tract  of  land  within  an  irrigation  project  does  not 
necessarily  mean  that,  if  the  project  is  built,  that  tract  will  be 
entitled  to  the  service  of  water  and  liable  for  its  cost.  Within 
many  irrigation  projects,  the  gross  areas  are  greater  than  the 
areas  subject  to  assessment  or  under  contract  with  the  irrigation 
organization.  In  the  case  of  irrigation  districts  this  came  about  in 
many  cases  because  the  works  that  eventually  were  built  did  not 
cover  the  entire  area  originally  contemplated,  or  because  for  other 
reasons  the  benefits  to  certain  areas  did  not  materialize.  In  the 
case  of  nontaxing  organizations,  the  owners  of  all  lands  did  not 
agree  to  take  water  from  the  organization. 

A  landowner  within  an  irrigation  project  may  become  a  poten- 
tial water  user,  whatever  the  type  of  organization,  if  his  land  is 
within  reach  of  the  distribution  system  and  the  water  supply  is 
adequate.  However,  the  right  of  a  landowner  to  water  service  and 
the  cost  liability  depend  upon  relationships  with  the  organization, 
which  are  voluntarily  assumed  in  some  cases  but  are  involuntary 
in  others. 

INCLUSION   OF    LAND   AT  TIME    OF   ORGANIZATION 
IRRIGATION  DISTRICTS 

If  a  tract  of  land  within  the  boundaries  of  a  proposed  irrigation 
district  has  no  water  supply  and  the  organizers  propose  to  make 
a  supply  available,  this  land  will  be  included  within  the  district  if 
formed.  It  will  be  made  subject  to  the  obligations  thereafter  in- 
curred by  the  district,  regardless  of  the  wishes  of  this  particular 
landowner.  Thus,  even  though  some  of  the  landowners  objected, 
many  districts  have  been  enabled  to  establish  the  necessary  legal 

34  For  example,  California  requires  mutual  companies  to  pay  the  minimum 
franchise  tax  ($25  a  year)  but  no  additional  tax  based  upon  income  arising 
out  of  business  activities  with  their  own  members  or  with  nonmembers  when 
done  on  a  nonprofit  basis.  Business  with  nonmembers  that  yields  a  profit 
is  taxable.  Utah  exempts  incorporated  mutual  irrigation  companies  from 
payment  of  the  franchise  tax  if  86  percent  or  more  of  their  income  consists 
of  collections  from  members  for  the  sole  'purpose  of  meeting  losses  and 
expenses. 
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relationships  with  enough  owners  of  irrigable  land,  as  a  result  of 
favorable  vote  by  the  latter,  to  make  the  projects  feasible.  Lands 
so  included  and  assessed  are  subject  to  loss  at  tax  sale  if  assess- 
ments are  not  paid. 

An  irrigation  district  cannot  include  land  that  lies  within  a  State 
other  than  that  under  the  laws  of  whfeh  it  is  organized.  In  other 
words,  a  single  district  organization  cannot  overlap  a  State  line. 
For  an  interstate  project,  however,  districts  can  be  formed  on  both 
sides  of  the  State  line.  These  districts  must  enter  into  contracts 
concerning  their  interrelationships.  The  laws  of  several  States 
specifically  authorize  irrigation  districts  to  contract  with  districts 
in  adjoining  States  in  constructing,  acquiring,  and  operating 
works.  A  Colorado  district  studied  acquired  control  of  the  systems 
and  rights  of  two  mutual  companies,  most  of  whose  lands  were  in 
Colorado  although  some  were  in  Nebraska.  The  district  assumed 
the  obligation  of  delivering  to  the  Nebraska  lands  the  water  to 
which  their  rights  entitled  them. 

NON TAXING  ORGANIZATIONS 

Organizations  that  do  not  have  the  power  of  taxation  cannot  com- 
pel landowners  or  water  users  within  reach  of  their  water-distribu- 
tion systems  to  patronize  them.  Inclusion  of  land  within  the  serv- 
ice area  of  a  nontaxing  district,  mutual  company,  or  commercial 
company  does  not,  in  itself,  establish  relations  with  the  landowner 
or  prospective  water  user.  It  means  that  when  the  service  of  water 
is  offered  to  a  landowner  by  the  enterprise,  he  may  accept  or  reject 
it  at  his  pleasure,  and  in  the  latter  event  without  liability. 

The  initial  establishment  of  relationships  between  the  enterprise 
and  the  water  users  in  the  case  of  a  nontaxing  organization,  there- 
fore, is 'voluntary  with  all  parties.  Mutual  companies  may  pre- 
scribe the  qualifications  of  their  stockholders ;  but  there  is  no  legal 
compulsion  upon  the  part  of  anyone  to  become  a  stockholder. 
Private-contract  commercial  companies  may  either  accept  or  reject 
applications  for  contracts  from  persons  who  wish  to  contract  for 
water  service.  Inclusion  of  land  within  the  area  to  which  a  public 
utility  has  voluntarily  dedicated  the  service  of  its  water  supply 
means  that  the  landowner  has  the  right  to  the  service,  provided 
that  the  supply  is  adequate  and  that  he  pays  the  proper  charges. 
However,  if  he  chooses  not  to  accept  the  service,  he  is  under  no 
compulsion  to  patronize  the  company  or  to  pay  any  charge.  A 
private-contract  company  selects  the  individuals  with  whom  it  is 
willing  to  establish  water-service  relationships.  A  public  utility 
does  not  do  this  but  it  voluntarily  adopts  the  policy  of  serving  the 
public,  selects  the  water  supply  or  portion  thereof  that  it  chooses 
to  dedicate  to  the  public,  and  selects  the  area  within  which  it  is 
willing  to  enter  into  such  service.'"' 

Subscriptions  of  capital  stock  of  some  mutual  companies  have 
been  made,  or  at  least  agreed  to,  prior  to  and  effective  upon  incor- 
poration.   The  amount  of  stock  each  party  has  subscribed  is  stated 

35  Changes  in  the  area  so  selected  may  be  required  by  the  State  public 
utilities  commission  if  necessary  to  safeguard  the  interests  of  consumers  (12, 
p.  32).  See  p.  74. 
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in  the  articles.  Stock  of  other  companies  has  been  subscribed  after 
the  organization  has  become  a  legal  entity. 

Relationships  between  landowners  or  prospective  water  users 
and  a  nontaxing  district  or  a  commercial  company  with  respect  to 
the  service  of  water  and  payment  therefor  necessarily  are  estab- 
lished after  the  enterprise  has  been  organized.  Only  then  is  the 
organization  a  legal  entity,  capable  of  entering  into  contracts,  ac- 
cepting applications  for  public-utility  service,  or  assuming  the 
undertakings  of  a  predecessor  organization.  Liability  of  a  land- 
owner to  assessment  by  an  irrigation  district,  by  contrast,  is 
created  by  law  when  the  district  is  organized. 

Land  within  a  nontaxing  project  is  not  subject  to  loss  for  non- 
payment of  assessments  or  contract  charges,  except  in  the  com- 
paratively few  cases,  in  which  organizations  have  contractual  liens 
against  the  lands,  voluntarily  assumed  by  the  landowners.  The 
right  to  service  of  water  from  a  nontaxing  project  may  be  for- 
feited under  some  circumstances.  As  a  result,  the  value  of  the 
lands  may  be  depreciated,  but  the  title  to  the  land  is  not  affected  by 
forfeiture  unless  a  lien  has  been  established  as  a  result  of  contract. 

Private  organizations,  such  as  mutual  and  commercial  com- 
panies, may  have  identical  relationships  with  landowners  and  may 
provide  the  same  service  on  both  sides  of  a  State  line.  A  mutual 
irrigation  company  incorporated  under  the  laws  of  Idaho  owns  and 
operates  an  irrigation  system  which  lies  partly  in  Idaho  and  partly 
in  Utah.  The  company  serves  water  to  its  stockholders  in  both 
States. 

INCLUSION    OF    LAND   IN   ORGANIZED   ENTERPRISES 
IRRIGATION  DISTRICTS 

When  an  irrigation  district  has  been  organized,  with  the  lands 
expected  to  be  benefited  included  within  its  boundaries,  further  in- 
clusions of  land  may  be  made.  This  is  done  by  means  of  proceed- 
ings that  originate  with  petitions  by  landowners  who  wish  to  have 
their  lands  included,  or  by  owners  of  a  designated  fraction  of  the 
area  proposed  to  be  included  (13,  pp.  97-100).  After  a  district 
has  been  formed,  it  may  prove  desirable  to  have  lands  included 
within  it  in  addition  to  those  originally  expected  to  be  benefited. 
These  subsequent  inclusions  of  land  are  usually  voluntary  on  the 
part  of  the  landowners  concerned,  or  at  least  the  owners  of  a  sub- 
stantial part  of  the  lands.  The  extent  to  which  the  district  must 
conform  to  petitions  for  inclusion  of  such  lands,  and  the  conditions 
imposed  upon  the  included  lands,  depend  upon  the  provisions  of  the 
State  irrigation-district  law. 

NONTAXING  ORGANIZATIONS 

Relations  between  some  mutual  companies  and  some  or  all  of 
their  original  stockholders  become  effective  legally  upon  incorpora- 
tion of  the  company.  Those  with  other  stockholders  are  entered 
into  after  the  company  is  organized.  A  nontaxing  district  or  a 
commercial  company  must  necessarily  complete  its  organization 
before  it  establishes  legal  relationships  with  water  users. 
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Exclusion  of  Land  from  Irrigation  Projects 
exclusion  at  time  of  organization 

IRRIGATION  DISTRICTS 

Upon  the  organization  of  an  irrigation  district,  land,  which  in 
the  judgment  of  the  public  officials  who  order  the  formation  of 
the  district  will  not  be  benefited  by  the  project,  is  excluded  from 
the  district.  This  is  true  even  though  the  land  may  lie  within  the 
general  service  area  and  may  be  surrounded  completely  by  bene- 
fited lands  that  are  included. 

In  certain  instances,  lands  for  which  no  provision  for  water 
service  was  planned,  but  which  were  so  situated  that  they  would 
receive  indirect  benefits,  were  not  so  excluded.  Although  Cali- 
fornia irrigation-district  law  authorizes  inclusion  of  urban  lands 
within  irrigation  districts,  one  large  district  that  completely  sur- 
rounded a  populous  municipality  excluded  the  municipality  for 
several  reasons. 

NONTAXING  ORGANIZATIONS 

Only  in  the  case  of  a  mutual  company,  part  or  all  of  the  capital 
Stock  of  which  is  subscribed  at  the  time  of  incorporation,  are  rela- 
tions with  water  users  established  when  the  enterprise  is  organ- 
ized. A  mutual  company  may  exclude  applicants  for  stock  who  do 
not  satisfy  the  qualifications  it  prescribes.  Other  relationships 
between  nontaxing  organizations  and  water  users  are  entered  into 
after  the  enterprise  has  been  legally  organized. 

EXCLUSION  OF  LAND  FROM  ORGANIZED  ENTERPRISES 
IRRIGATION  DISTRICTS 

Procedure  for  exclusion  of  land  from  irrigation  districts  after 
organization,  upon  prescribed  grounds,  is  provided  by  the  several 
State  irrigation-district  statutes  (13,  pp.  101-104).  This  pro- 
cedure usually  originates  upon  petition  of  those  landowners  who 
wish  to  have  their  lands  excluded,  although  in  certain  instances 
the  initiative  lies  with  the  board  of  directors  of  the  district.  Ex- 
clusion is  subject  to  the  requirement  that  the  obligations  of  the 
district  be  not  impaired  by  exclusion  of  the  land.  In  the  case  of 
a  district  under  contract  with  the  United  States,  the  consent  of  the 
Secretary  of  the  Interior  is  required. 

Exclusions  of  land  from  a  district  after  its  organization  are 
usually  voluntary  on  the  part  of  the  landowners  concerned.  As  in 
the  case  of  inclusions  of  land  after  organization,  the  extent  to 
which  the  district  must  conform  to  exclusion  petitions,  the  grounds 
for  exclusion,  and  the  safeguards  and  limitations,  depend  upon  the 
State  law. 

NONTAXING  ORGANIZATIONS 

Methods  by  which  lands  are  excluded  from  the  service  of  water 
by  nontaxing  organizations  with  which  the  landowners  have  estab- 
lished relationships  are  not  comparable  to  the  procedures  for  ex- 
cluding lands  from  irrigation  districts. 
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The  holder  of  a  contract  with  a  public  power  and  irrigation  dis- 
trict, or  with  a  private-contract  commercial  company,  can  refuse 
to  accept  water  service  at  any  time  and  to  make  further  payments. 
He  is  necessarily  subject  to  any  penalties  that  may  be  provided  in 
the  contract  or  to  legal  action  if  the  contract  is  broken.  The  title 
to  his  land  is  not  affected  if  he  severs  relations  with  the  organiza- 
tion, unless  a  lien  was  fixed  on  the  land  as  a  result  of  his  entering 
into  the  contract,  or  unless  it  becomes  fixed  as  a  result  of  court 
judgment  if  the  contract  is  broken.  A  public-utility  consumer  may 
discontinue  relations  with  the  company  without  liability.  The 
holder  of  stock  in  a  mutual  company,  who  no  longer  wishes  to 
utilize,  the  company's  facilities,  can  sell  his  stock,  if  it  can  be  sold 
apart  from  the  land  and  if  there  is  a  market,  or  he  can  allow  the 
shares  to  be  forfeited  for  nonpayment  of  assessments. 


PUBLIC  SUPERVISION  AND  REGULATION 

Irrigation  Districts 

organization 

The  statutes  of  various  States  provide  that  petitions  for  organi- 
zation of  irrigation  districts  shall  be  reviewed  by  the  State  Engi- 
neer or  other  State  administrative  official  before  final  action  is 
taken  upon  the  petition  by  the  board  of  county  commissioners  or 
supervisors.  Reports  by  State  officials  concerning  the  feasibility 
or  desirability  of  the  proposed  projects  are  made  to  the  county 
boards.  In  some  States  these  reports  are  not  binding  upon  the 
county  boards;  they  are  intended  for  information  and  guidance 
only.  In  others,  if  the  State  report  is  unfavorable,  the  board  is 
required  to  dismiss  the  petition  for  organization,  unless  requested 
by  a  prescribed  percentage  of  the  landowners  to  proceed  despite 
the  adverse  report. 

ENGINEERING  PLANS,  ESTIMATES,  AND  FINANCING 

Before  bonds  can  be  issued  by  an  irrigation  district,  many  States 
require  the  directors  to  submit  plans  and  estimates  to  the  State 
Engineer  or  corresponding  State  official.  The  resulting  recommen- 
dations made  by  the  State  officials  in  most  cases  are  advisory  only. 
That  is,  they  are  not  binding  upon  the  officers  of  the  district,  al- 
though in  some  cases  no  material  changes  may  be  made  in  plans 
so  approved  by  the  State  officials  without  their  consent.  In  a  few 
States,  some  measure  of  supervision  over  construction  of  works 
by  irrigation  districts  is  exercised  by  State  officials. 

Several  States  provide  for  certification  by  a  State  commission  of 
bonds  issued  by  irrigation  districts.  Submission  of  bonds  to  the 
State  is  optional  with  the  district,  but  in  most  cases  districts  that 
have  issued  certified  bonds  are  prohibited  from  issuing  further 
bonds  without  certification.  The  certification  procedure  involves 
investigations  into  the  legal,  agricultural,  and  financial  conditions 
affecting  the  district  that  has  applied  for  certification*.  If  the  con- 
ditions are  found  to  meet  the  prescribed  requirements,  the  bonds 
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are  certified  as  legal  investments  for  trust  funds  and  certain  other 
private  and  public  funds  around  which  the  law  places  special  safe- 
guards. 

State  supervision  over  the  financing  of  irrigation  districts  has 
not  prevented  defaults  of  supervised  transactions,  and  this  applies 
to  both  certified  and  uncertified  bond  issues.  However,  require- 
ments for  investigations  into  the  circumstances  of  prospective  dis- 
trict bond  issuers  in  many  instances  have  been  salutary  (1U,  pp. 
49-54). 

REVENUE  AND  SERVICE 

The  obtaining  of  revenue  and  rendering  of  service  by  irrigation 
districts  are  not  subject  to  public  regulation. 

Mutual  Irrigation  Companies 

organization 

No  public  supervision  is  exercised  over  organization  of  mutual 
irrigation  company  projects.  If  incorporation  takes  place,  it  must 
necessarily  conform  to  the  provisions  of  the  applicable  State  law ; 
but  no  public  hearings  are  held  and  no  investigations  of  the  feasi- 
bility of  contemplated  projects  are  made  by  State  administrative 
officials. 

ISSUANCE  OF  SECURITIES 

The  so-called  ' 'blue-sky  laws,"  or  corporate  securities  acts,  of  the 
Western  States  apply  to  mutual  irrigation  companies  as  well  as  to 
other  companies  that  seek  to  issue  securities.  Securities  so  affected 
by  the  statutes  include  capital  stock  as  well  as  bonds.  The  purpose 
of  the  law  is  not  to  recommend  or  endorse  any  security,  but  to  pre- 
vent fraud.  Permission  to  proceed  with  the  issuance  of  securities 
depends  upon  the  provisions  of  the  blue-sky  law,  which  may  re- 
quire that  a  permit  be  obtained  or  that  the  issue  be  registered.36 

REVENUE  AND  SERVICE 

Assessments  and  toll  charges  of  mutual  irrigation  companies  are 
not  subject  to  public  regulation,  and  public  supervision  is  not  im- 
posed upon  the  service  they  render. 

Commercial  Irrigation  Companies 

private-contract  companies 

ORGANIZATION 

Organization  of  private-contract  commercial  irrigation  company 
projects  is  not  subject  to  public  supervision.  The  comments  above 
with  respect  to  organization  of  mutual  company  projects  apply 
also  to  private-contract  enterprises. 

36  The  situation  in  California  and  Utah  is  discussed  in  a  study  of  mutual 
irrigation  companies  in  these  States  (16,  pp.  35-36). 
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ISSUANCE  OF  SECURITIES 


Issuance  of  securities  by  private-contract  companies  is  subject 
to  regulation  under  the  blue-sky  laws  to  the  same  extent  as  the 
issuance  of  securities  of  mutual  companies, 

REVENUE  AND  SERVICE 

The  obtaining  of  revenue  and  the  rendering  of  service  by  private- 
contract  irrigation  companies  are  not  subject  to  public  regulation. 

PUBLIC-UTILITY  COMPANIES 
ORGANIZATION 

Public-utility  irrigation  enterprises  may  be  organized  without 
public  supervision.  They  are  subject  to  extensive  regulation  in 
various  States,  but  this  begins  after  the  enterprises  have  been  in- 
corporated or  otherwise  organized,  when  they  are  ready  to  under- 
take their  financing  and  to  perform  their  public-service  functions, 

SECURITY  ISSUES,  CONSTRUCTION,  AND  ACCOUNTING 

In  a  few  States,  long-term  securities  may  not  be  issued  by  public- 
utility  irrigation  companies  without  approval  of  the  commission 
that  has  jurisdiction  over  the  rates  of  such  companies  (12,  p.  33). 
The  purpose  is  to  make  reasonably  certain  that  the  company  will 
receive  value,  and  will  use  it  to  further  the  service  of  water  at 
reasonable  cost  to  its  customers. 

Supervision  over  the  issuance  of  public-utility  irrigation  com- 
pany securities  is  of  practical  importance  chiefly  in  California, 
Public  utilities  in  that  State  are  authorized  to  issue  notes,  payable 
not  more  than  12  months  from  the  date  of  issue,  without  the  con- 
sent of  the  Public  Utilities  Commission,  but  they  may  not  refund 
the  notes  without  the  commission's  consent.  No  public  utility  may 
issue  stocks,  bonds,  notes,  or  other  evidences  of  indebtedness  pay- 
able more  than  12  months  from  the  date  of  issue,  without  prior 
approval  of  the  commission  (5,  sees.  818  and  823) .  The  provisions 
of  the  California  blue  sky  law  do  not  apply  to  any  security  the  issu- 
ance of  which  has  been  authorized  by  the  Public  Utilities  Commis- 
sion (4,  sec.  25100(e)). 

Approval  of  the  regulatory  commission  must  be  obtained  in  some 
States  before  these  companies  may  undertake  new  construction 
or  extensions  of  irrigation  works  (12,  p.  34) .  These  commissions 
may  provide  for  uniform  systems  of  accounts  and  annual  reports. 
In  some  States  they  may  require  individual  companies  to  set  up 
depreciation  accounts. 

REGULATION  OF  PUBLIC-UTILITY  IRRIGATION  COMPANY  RATES 

•  Rates  charged  by  a  public-utility  irrigation  company  for  its  serv- 
ice of  water  to  consumers  may  be  subjected  to  public  regulation  to 
the  same  degree  as  the  rates  of  public  utilities  of  other  classes.  In 
several  of  the  Western  States,  they  have  been  so  subjected.  In 
contrast,  rates  of  private-contract  companies  are  not  subject  to 


68  CIRCULAR  934,  U.S.  DEPT.  OF  AGRICULTURE 

public  regulation  because  the  service  performed  by  such  companies 
is  essentially  private.  Jurisdiction  of  the  regulatory  agency  over 
the  functions  of  a  particular  commercial  irrigation  .company  de- 
pends, therefore,  on  whether  it  is  a  public  utility. 

Probably  most  commercial  irrigation  companies  that  are  now 
active  can  be  classified  as  either  private-contract  or  public-utility 
companies,  but  the  status  of  all  such  companies  with  reference  tc 
private  or  public  service  has  not  been  legally  determined.  Com- 
mercial irrigation  enterprises  are  more  important  in  some  States 
than  in  others.  Some  public-utilities  commissions  have  been  more 
energetic  than  others  in  extending  their  jurisdiction  over  irriga- 
tion companies  engaged  in  public  service.  Furthermore,  the  rates 
of  all  irrigation  companies  determined  or  conceded  to  be  engaged  in 
public  service  have  not  been  involved  in  rate-adjustment  proceed- 
ings. That  is  to  say,  certain  commercial  companies  have  been 
subjected  to  the  jurisdiction  of  public  utilities  commissions  or 
other  regulatory  agencies  in  actual  rate-fixing  proceedings.  Others 
have  been  so  subjected  by  reason  of  their  concession  of  public- 
utility  status  in  the  course  of  litigation  or  by  filing  schedules  of 
rates  (at  the  direction  of  the  regulatory  agency)  over  which  no 
controversy  yet  has  developed.  However,  enough  controversies 
have  been  heard  before  the  courts  and  commissions,  chiefly  in  Cali- 
fornia, to  develop  the  controlling  distinction  between  private  serv- 
ice and  public  service  of  water  for  irrigation,  and  the  principles 
that  govern  public  regulation  of  public  irrigation-water  service.37 

DISTINCTION    BETWEEN    PRIVATE-CONTRACT   AND    PUBLIC-UTILITY    SERVICE    CF 
WATER 

The  distinction  between  private-contract  and  public-utility  serv- 
ice is  sometimes  fine,  as  is  evidenced  by  court  decisions  which  have 
subjected  certain  companies  to  public  regulation  as  to  rates  and 
services,  even  though  they  had  been  delivering  water  only  to  pur- 
chasers of  "water  rights"  from  the  company  as  represented  by 
deeds  or  contracts.  The  legal  criterion  is  the  conduct  of  the  com- 
pany in  making  arrangements  for  the  service  of  water  to  prospec- 
tive water  users. 

Private-contract  service. — If  a  company  has  evidenced  no  inten- 
tion of  serving  water  to  the  public  generally,  and  has  taken  no 
action  that  could  reasonably  be  construed  as  engaging  in  such 
service,  but  on  the  contrary  has  undertaken  to  render  water  serv- 
ice only  to  individuals  of  its  own  choosing,  this  company  is  a 
private-contract  company  over  which  the  public  regulatory  agency 
has  no  jurisdiction.  This  is  because  the  water  so  served  by  the 
company  is  in  private,  not  public  use.  "If  the  dispenser  of  water 
has  the  right  to  say  who  shall  have  it,  and  upon  what  terms,  seilinp 
to  one  and  refusing  to  sell  to  another  at  will,  it  is  not  devoted  tii 

37  A  study  of  commercial  irrigation  companies  {12,  pp.  23-35)  summarizes 
the  principles  derived  from  decisions  of  courts  and  public  regulatory  agencies 
which  have  declared  companies  either  subject  or  not  subject  to  public  regula- 
tion. The  study  also  discusses  various  features  of  regulation  of  irrigation 
utilities,  based  upon  experience  chiefly  in  California  and  to  some  extent  in 
several  other  Western  States. 
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public  use."3S  Whether  such  a  company  delivers  water  to  users 
under  arrangements  good  for  only  one  season  or  part  of  a  season, 
or  whether  it  issues  "water-right"  deeds  that  run  perpetually,  does 
not  affect  the  private  character  of  the  undertaking.  Such  arrange- 
ments, whether  formal  or  informal,  are  private  contracts  that  can- 
not be  altered  without  the  consent  of  the  parties  and  hence  cannot 
be  disturbed  by  public  authority. 

To  illustrate,  an  irrigation  system  was  constructed  by  a  develop- 
ment group  to  service  a  large  area.  Purchasers  of  land  paid  $75 
an  acre  for  it  and  $75  an  acre  for  "water  rights"  appurtenant  to 
the  land,  which  were  represented  by  certificates  that  contained 
binding  obligations  upon  the  water  company  to  deliver  specific 
quantities  of  water  and  upon  the  purchasers  to  pay  specified  annual 
rates  therefor.  The  contracts  were  not  assignable  by  the  pur- 
chasers without  the  written  consent  of  the  company.  The  Cali- 
fornia Supreme  Court  held  that  the  water  in  question  was  held  in 
private  ownership ;  that  it  had  not  been  dedicated  to  public  use  at 
the  time  the  contracts  or  water  certificates  were  executed ;  that  the 
right  that  thereby  was  vested  in  the  landowners  to  whose  land  the 
water  was  thereby  made  appurtenant  was  private  property;  and 
that  therefore  the  rates  were  not  subject  to  public  regulation.39 

Public-utility  service. — A  company  that  dedicates  water  to  the 
public — that  is,  that  makes  service  of  the  water  available  upon 
payment  of  just  charges  to  any  or  all  within  reach  of  the  system 
who  apply  for  it — is  engaged  in  public  service,  is  distributing  water 
that  has  been  devoted  to  public  use,  and  is  subject  to  whatever 
measure  of  public  regulation  the  State  laws  prescribe  for  public- 
utility  water  companies.  "The  test  to  be  applied  is  whether  or  not 
the  petitioner  held  himself  out,  expressly  or  impliedly,  as  engaged 
in  the  business  of  supplying  water  to  the  public  as  a  class,  not 
necessarily  to  all  of  the  public,  but  to  any  limited  portion  of  it, 
such  portion,  for  example,  as  could  be  served  by  his  system,  as 
contradistinguished  from  his  holding  himself  out  as  serving  or 
ready  to  serve  only  particular  individuals,  either  as  a  matter  of 
accommodation  or  for  other  reasons  peculiar  or  particular  to 
them." — Van  Hoosear  v.  Railroad  Commission  of  the  State  of  Cali- 
fornia (184  Calif.  553,  554-555,  194  Pac.  1003  (1920)). 

38  Thayer  v.  California  Development  Co.,  164  Calif.  117,  128-133,  128  Pac.  21 
(1912).  Li  this  case  the  company  made  no  offer  or  declaration  that  the 
water  was  to  be  devoted  to  public  use  or  to  all  landowners  within  any  par- 
ticular area,  and  it  had  no  custom  or  practice  of  selling  water  in  that  way. 
"The  method  adopted  by  it  for  the  disposition  of  the  water,  and  its  conduct 
in  distributing  the  same,  have  been  wholly  inconsistent  with  the  idea  that  the 
water  was  held  out  for  general  sale  or  distribution,  and  it  has  been  consistent 
only  with  the  theory  that  the  intention  was  to  retain  control  of  the  water 
to  the  extent,  at  least,  of  choosing  for  itself  the  persons  and  corporations 
to  whom  it  should  be  sold  or  delivered,  and  the  terms  and  conditions  on  which 
such  sales  or  deliveries  should  be  made." 

39  Allen  v.  Railroad  Commission  of  the  State  of  California,  179  Calif.  68, 
71,  78,  85,  89,  175  Pac.  466  (1918) .  "The  character  of  the  contracts  evidenced 
by  these  water-right  certificates,  the  restriction  upon  transfer,  the  fixing  of 
the  acreage  quantum,  the  enormous  sum  in  the  aggregate  paid  by  these  peti- 
tioners for  their  water  rights,  establish  beyond  the  need  for  further  discussion 
that  the  parties  to  those  contracts  believed  that  they  were  dealing  in 
their  private  capacities  and  selling  and  receiving  water  for  private  use." 
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Devotion  of  the  water  to  public  use  must  be  of  such  a  character 
that  the  public  generally,  or  that  part  of  the  public  that  has  been 
served  and  that  has  accepted  the  service,  has  the  right  to  demand 
that  the  service  shall  be  conducted,  so  long  as  it  is  continued,  with 
reasonable  efficiency  under  reasonable  charges.  That  is,  public 
use  means  use  by  the  public  and  individual  members  of  the  public 
as  a  legal  right.  Furthermore,  a  company  may  devote  a  part  of  its 
water  supply  to  public  service  and  may  retain  a  part  for  the  ad- 
vantages of  private  sale  without  subjecting  the  latter  part  to  public 
regulation. — Allen  v.  Railroad  Commission  of  the  State  of  Cali- 
fornia (179  Calif.  68,  82,  88, 175  Pac.  466  (1918) ) .  But  after  hav- 
ing dedicated  a  water  supply  or  part  thereof  to  a  public  use,  the 
company  alone  cannot  change  that  use  back  to  a  private  use. — 
Franscioni  v.  Soledad  Land  &  Water  Co.  (170  Calif.  221,  228,  149 
Pac.  161  (1915)). 

As  a  result  of  these  principles,  some  companies  are  found  to  be 
engaged  solely  in  private  service,  some  solely  in  public  service,  and 
some  in  dual  service.  The  service  of  one  commercial  company 
studied  was  divided  among  public-utility  consumers,  holders  of  per- 
petual deeds,  and  holders  of  term  contracts.  The  State  public 
utilities  commission,  although  it  fixed  the  rates  paid  by  the  public- 
utility  consumers,  decided  that  it  had  no  authority  over  the  rates 
payable  by  the  other  consumers  on  the  ground  that  they  had  been 
fixed  by  private  contract. 

Execution  of  water-service  contracts  between  an  irrigation  com- 
pany and  its  prospective  consumers  is  not  inconsistent  with  dedi- 
cation of  the  water  to  public  use,  if  the  intention  and  the  acts  of 
dedication  are  otherwise  present  and  the  contracts  are  not  made 
with  selected  individuals.  If  rates  for  the  water  have  not  been 
fixed  by  public  authority,  the  parties  are  free  to  contract  therefor 
and  are  entitled  to  have  the  contracts  enforced;  although  public 
authority  may  intervene  and  may  modify  prior  contracts  to  make 
them  conform  to  the  public  interest  if  they  are  unjustly  discrimi- 
nator v  or  unreasonable. — Southern  Pacific  Co.  v.  Spring  Valley 
Water  Co.  (173  Calif.  291,  297-300,  159  Pac.  865  (1916)).  Such 
contracts  are  deemed  to  have  been  entered  into  subject  to  possible 
revision  by  the  State,  as  they  relate  essentially  to  public,  not  pri- 
vate, service. 

In  a  case  in  which  "water  rights"  were  sold  to  anyone  who  would 
sign  the  form  of  contract  prepared  by  the  company,  public-utility 
service  was  held  to  have  been  undertaken.  The  only  limitations 
were  those  necessary  for  convenient  delivery  of  the  water  from  the 
company's  canals  to  the  purchaser's  land.  "As  soon  as  the  con- 
tracts were  all  sold  the  persons  making  the  purchase  and  the  lands 
to  which  the  water  was  to  be  applied  would  comprise  the  portion 
of  the  public  entitled  to  the  use  and  to  whose  use  the  water  was 
dedicated,  so  far  as  it  was  necessary  thereto." — Traber  v.  Railroad 
Commission  of  the  State  of  California  (183  Calif.  304,  311-312, 
191  Pac.  366  (1920)).  "The  fact  that  contracts  were  made  de- 
claring that  the  agreement  to  supply  water  should  be  appurtenant 
to  the  respective  tracts  of  land  is  not  inconsistent  with  the  theory 
of  a  dedication  to  public  use.  *  *  *  Such  contracts  relating  to  the 
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service  of  water  devoted  to  public  use  are  subject  to  regulation  and 
control  by  the  public  authorities,  whether  acting  under  laws  then 
existing  or  under  laws  subsequently  enacted." 

Public-utility  service  was  held  to  have  been  entered  into  likewise 
by  a  company  that  contracted  to  furnish  water  to  lands  "at  such 
rates  as  may  be  fixed  by  law  in  the  district  in  which  such  lands  are 
situated." — Palermo  Land  &  Water  Co.  v.  Railroad  Commission  of 
the  State  of  California  (173  Calif.  380,  384,  160  Pac.  228  (1916) ). 
Apparently  the  parties  originally  contemplated  that  the  rates  to  be 
charged  should  be  those  fixed  by  public  authority.  Furthermore, 
the  company  had  applied  to  the  State  Railroad  Commission  to  have 
its  rates  established,  and  the  commission  had  ordered  the  allow- 
ance of  an  increase  in  the  rates  previously  in  effect. 

In  still  another  case  (Breiver  v.  Railroad  Commission  of  the 
State  of  California,  (190  Calif.  60,  78-79,  210  Pac.  511  (1922)) 
the  California  Supreme  Court  held  that  the  declarations  of  the 
original  appropriators  of  water  and  of  a  corporation  formed  by 
them  as  to  the  purposes  of  the  appropriation  would  not  in  them- 
selves justify  a  finding  that  the  waters  were  to  be  devoted  to 
public  use ;  but  that  acts  of  the  appropriators  and  of  the  corpora- 
tion in  carrying  out  such  declarations,  in  stipulating  in  the  earliest 
contracts  that  whatever  ''water  rights"  therein  granted  were  to  be 
subject  to  "legal  rates,"  and  in  serving  water  to  the  general  public, 
justified  a  finding  that  from  the  first  the  water  had  been  devoted 
to  public  use  and  that  the  corporation  was  a  public  utility. 

OPERATION  OF  RATE  REGULATION 

Regulatory  agencies. — In  most  of  the  Western  States  that  have 
provided  for  irrigation-company  regulation,  this  function  is  per- 
formed by  the  State  commission  that  has  jurisdiction  over  other 
public  utilities.  Colorado,  however,  still  delegates  this  authority  to 
the  boards  of  county  commissioners,  as  was  formerly  general 
practice  in  the  West.  The  Texas  Board  of  Water  Engineers  exer- 
cises this  power  in  that  State. 

Rate-fixing  proceedings. — Proceedings  that  involve  the  fixing  of 
rates  and  regulation  of  services  are  initiated  either  by  the  regu- 
latory agency,  the  consumers,  or  the  company  itself.  Consumers 
may  complain  that  rates  are  too  high  or  services  inadequate,  or 
that  discrimination  among  them  is  practiced.  The  company  may 
ask  for  an  increase  in  rates  or  for  some  change  in  a  particular 
service  that  has  become  burdensome.  Hearings  are  held  and  orders 
issued  by  the  public  agency,  the  results  of  which  are  sometimes  re- 
viewed by  the  courts. 

Characteristics  of  public-utility  water  rates. — Irrigation  water 
rates  are  fixed  by  the  public  in  an  effort  to  provide  for  efficient 
operation  and  maintenance  of  the  irrigation  works,  a  depreciation 
annuity  to  cover  replacements,  and  a  fair  return  on  the  valuation 
of  the  properties  {12,  pp.  25-31).  Rates  must  be  reasonable,  and 
they  must  be  fixed  and  charged  without  discrimination  among  con- 
sumers. 


72  CIRCULAR  934,  U.S.  DEPT.  OF  AGRICULTURE 

Rate-fixing  commissions  apparently  have  leaned  toward  rates 
based  upon  measured  quantities  of  water  delivered,  although  in 
some  cases  they  have  approved  of  uniform  rates  per  acre.  In  some 
instances,  standby  or  service  charges  for  definite  periods  of  time 
have  been  imposed.  Examples  of  all  these  practices  were  found 
,in  the  course  of  the  present  study. 

Adjustment  of  initial  charge  for  "water  right." — The  exaction 
of  a  bonus  or  charge  for  a  ''water  right"  by  a  company  that  pur- 
ports to  be  engaged  in  public  service  has  been  held  illegal  in  some 
States  and  is  prohibited  by  statute  in  some  as  noted  in  the  discus- 
sion of  "Revenue."  This  differs  from  the  sale  of  "water  rights" 
that  purport  to  represent  part  ownership  of  the  system.  Payments 
for  "water  rights"  by  consumers  have  called  for  rate  adjustments 
in  certain  cases. 

One  public-utility  irrigation  company  studied  sold  perpetual 
rights  for  $10  an  acre,  and  subsequently  delivered  water  also  to 
noncontract  applicants.  The  earlier  rate  revisions  made  by  the 
State  regulatory  commission  fixed  the  annual  charge  against  non- 
contract  users  at  a  higher  figure  than  that  set  for  contract  users. 
The  initial  payments  of  the  latter  were  treated,  in  effect,  as  ad- 
vance payments  on  annual  rates.  However,  so  much  dissatisfac- 
tion resulted  from  the  existence  of  the  two  classes  of  consumers 
that  the  rate  differential  was  finally  abolished. 

A  company  sold  "water  rights"  within  both  Colorado  and  Ne- 
braska relating  to  a  canal  that  crossed  the  State  line.  The  con- 
tracts provided  that  when  all  rights  had  been  sold  the  system  would 
be  deeded  to  the  .holders.  The  company  also  was  delivering  water 
to  renters  who  had  not  bought  rights.  While  the  company  wTas  still 
operating  the  canal,  the  Nebraska  State  Railway  Commission  was 
called  upon  to  fix  the  rates  to  be  charged  within  that  State.  The 
rate  made  to  the  "water-right"  holders  did  not  include  a  return  on 
value  of  property,  as  these  parties  were  held  to  be  proportionate 
owners  of  the  system  and  the  company  was  regarded  as  a  common 
carrier.  A  higher  rate  was  applied  to  the  renters.  The  differential 
covered  a  return  on  the  value  of  the  property  allocated  to  the  serv- 
ice of  these  renters. 

Value  of  water  right  as  element  of  rate  base. — The  question  as 
to  whether  the  value  of  the  water  right  held  by  the  company  shall 
be  included  in  the  rate  base,  along  with  values  of  physical  works, 
lands,  rights  of  way,  etc.,  has  been  raised  from  time  to  time.  In 
some  cases,  the  answer  has  depended  upon  the  particular  jurisdic- 
tional principle  relating  to  ownership  of  the  water  right,  that  is, 
ownership  by  the  company  on  the  one  hand  and  by  the  water  user 
on  the  other.  If  the  company  is  held  to  be  a  mere  carrier  of  water, 
the  right  of  use  of  which  vests  in  the  water  user,  to  include  in  the 
rate  base  a  value  of  the  water  right  (other  than  actual  cost  in- 
curred by  the  company  in  defending  or  adjudicating  the  right) 
requires  the  water  user  to  pay  interest  on  the  value  of  property 
owned  by  himself.  However,  cases  have  been  decided  to  the  effect 
that  inclusion  of  water-right  valuations  in  the  rate  base  is  proper, 
and  others  to  the  effect  that  it  is  not  proper.    Still  other  decisions 
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have  been  based  upon  other  grounds  and  have  left  this  question 
undecided  (12,  pp.  30-31). 40 

One  who  accepts  from  the  State  of  California  either  a  permit  or 
a  license  to  appropriate  water  under  the  current  procedure  must 
do  so  under  the  condition  that  no  value  whatsoever  in  excess  of  the 
actual  amount  paid  to  the  State  therefor  shall  ever  be  assigned  or 
claimed  for  any  right  acquired  thereunder  in  respect  to  public 
regulation  of  the  services  or  price  of  services  rendered  by  the  per- 
mittee or  any  holder  of  the  right  so  acquired  {3,  sees.  1392  and 
1629). 

A  Colorado  company  in  the  present  study,  that  had  delivered 
water  to  consumers  under  renewable  annual  contracts,  was  in- 
volved in  an  action  to  enjoin  the  enforcement  of  a  rate  established 
by  the  board  of  county  commissioners. — Jefferson  County  v.  Ro-cky 
Mountain  Water  Co.  (102  Colo.  351,  356,  361,  363,  79  Pac.  (2d) 
373  (1938) ) .  The  Colorado  Supreme  Court  stated  that  the  decreed 
appropriations  of  the  company  of  necessity  were  dependent  upon 
the  joint  and  practically  concurrent  acts  of  the  company  and  the 
water  users,  and  that  neither  the  company  alone  nor  the  users 
alone  were  appropriators  in  the  strict  sense  of  that  term,  The 
court  concluded  that  neither  the  whole  nor  any  part  of  the  value 
of  the  water  rights  should  be  included  in  the  rate  base. 

State  public  utilities  commissions  in  Various  cases  have  either 
ignored  or  specifically  excluded  water-right  valuations  from  the 
rate  base.  In  other  cases,  they  have  considered  but  have  not  in- 
cluded such  valuations  to  an  extent  that  would  substantially  in- 
fluence the  rate.  It  seems  correct  to  say  that  in  fixing  the  rates  of 
irrigation  companies,  State  commissions,  on  the  whole,  have  been 
averse  to  placing  substantial  values  upon  water  rights  beyond  the 
actual  cost  of  their  acquisition. 

Effectiveness  of  rate  regulation. — Theoretically,  public  utilities 
are  entitled  to  charge  rates  for  water  that  are  high  enough  to  pay 
operating  expenses  and  to  provide  a  return  on  the  investment.  But 
in  various  cases  certain  circumstances  have  tended  to  prevent  them 
from  seeking  or  from  putting  into  force  the  rates  to  which  legally 
they  have  been  entitled,  and  from  thus  realizing  fully  adequate 
revenue.  Some  of  these  utilities  have  found  rate  increases  inad- 
visable for  psychological  reasons.  By  forcing  customers  to  pay 
higher  rates,  the  company  would  lose  more  than  it  would  gain.  In 
other  cases  the  users  were  financially  unable  to  pay  more  for  the 
service  rendered.  On  parts  of  the  systems  of  some  utilities,  pri- 
vate-contract rates,  which  public  authority  was  powerless  to  dis- 
turb, were  in  effect.  The  failure  of  so  many  commercial  com- 
panies to  pay  substantial  dividends  from  operations  is  an  indication 
of  their  general  lack  of  adequate  revenue. 

Public  regulation  of  rates  cannot  guarantee  any  particular  re- 
turn on  the  investment  in  an  irrigation  project,  or  any  return  at 
all.  If  farmers  are  unable  to  pay  rates  high  enough  to  yield  a  profit 
to  the  company,  they  cease  to  use  the  water.    Public  regulation  has 

40  In  addition,  see  Murray  v.  Public  Utilities  Commission,  27  Idaho  603, 
619-620,  150  Pac.  47  (1915),  and  Capital  Water  Co.  v.  Public  Utilities 
Commission,  44  Idaho  1,  16-20,  262  Pac.  863  (1926). 
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not  stimulated  the  growth  of  public-utility  irrigation  companies  be- 
cause it  has  not  made  possible  a  desirable  return  on  many  such 
investments.  But  it  has  made  it  possible  for  a  number  of  such 
enterprises  to  continue  in  business,  notwithstanding  the  existence 
of  contracts  that  otherwise  would  have  caused  or  threatened  fail- 
ure, and  it  has  enabled  them  to  obtain  such  returns  as  economic 
conditions  have  justified. 

REGULATION  OF   PUBLIC-UTILITY  IRRIGATION   COMPANY  SERVICE 

Regulation  of  the  water  service  of  a  public-utility  company  goes 
along  wTith  regulation  of  its  rates  (12,  pp.  31-33).  This  includes 
matters  of  extending,  limiting,  and  abandoning  the  service,  any  of 
which  may  require  prior  authorization  of  the  regulatory  commis- 
sion in  order  to  safeguard  the  rights  and  interests  of  existing  con- 
sumers. Regulation  extends  also  to  prevention  of  unfair  discrim- 
ination as  among  consumers.  In  addition,  some  companies  have 
been  ordered  by  commissions  to  take  measures  to  improve  the 
efficiency  of  their  water-distribution  systems. 

The  power  and  duty  of  a  public  utilities  commission  to  require 
changes  in  methods  of  rendering  service  depend  upon  its  statutory 
authorization.  In  the  execution  of  its  statutory  powers,  however, 
the  commission  may  exercise  discretion  as  to  certain  matters. 

ADVANTAGES  AND  DISADVANTAGES  OF  TYPES  OF 
IRRIGATION  ORGANIZATIONS 

Procedure  for  Organizing 
irrigation  districts 

Ordinarily,  organization  of  an  irrigation  district  involves  a  pub- 
lic procedure  in  which  public  officials  and  locally  interested  parties 
participate.  Obtaining  the  signatures  of  a  requisite  number  of 
qualified  petitioners  may  take  considerable  promotional  effort.41 
When  the  petition  is  completed  and  presented  to  the  proper  public 
body,  such  as  the  board  of  county  commissioners,  a  public  hearing 
must  be  held.  At  this  hearing,  those  who  object  to  having  their 
lands  included  may  show  that  these  lands  will  not  be  benefited  by 
the  district,  or  that  they  will  receive  comparatively  little  benefit. 
A  decision  by  the  public  body  must  be  rendered  with  respect  to 
each  objection.  Investigations  and  reports  by  State  officials,  when 
they  are  required,  take  additional  time.  In  most  cases,  an  election 
must  be  held.  In  a  number  of  instances,  proposals  to  form  irriga- 
tion districts  have  been  defeated  by  the  electorate. 

Granted  that  the  proposed  project  is  desirable,  the  procedure  in 
organizing  a  district  affords  opportunity  for  open  discussions,  and 
in  rcany  States,  for  reports  by  disinterested  public  officials.  It 
also  enables  the  community  to  make  the  improvement  over  the 
objections  of  a  minority,  the  inclusion  of  whose  lands  is  essential 

41  About  2  years'  promotional  work  was  required  for  the  organization 
of  two  irrigation  districts  for  the  purpose  of  replacing  a  water  users'  associa- 
tion en  one  Federal  reclamation  project.  Greater  or  less  time  is  required 
in  various  cases. 
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to  the  feasibility  of  the  enterprise.  So  long  as  the  costs  do  not 
exceed  the  benefits  to  the  objecting  minority,  the  procedure  is  not 
unconstitutional  on  the  ground  of  taking  property  without  due 
process  of  law.42 

Many  irrigation  districts  that  were  formed  eventually  proved 
undesirable.  However,  the  long  process  of  organizing  an  irriga- 
tion district  permits  the  bringing  to  light  of  unfavorable  factors 
and  the  expression  of  doubts  as  to  feasibility  that  may  be  held  by 
interested  parties,  both  public  and  private.  This  is  particularly 
valuable  with  respect  to  a  proposed  large  project,  the  success  or 
failure  of  which  may  affect  the  interests  of  a  considerable  part  of 
the  State.  But  when  applied  to  simple  undertakings,  the  procedure 
of  organizing  is  cumbersome. 

OTHER  DISTRICTS 

The  procedure  for  organizing  an  electrical  district  in  Arizona 
or  a  water  district  in  California  is  much  like  the  usual  procedure 
for  organizing  an  irrigation  district.  The  only  exception  is  that 
investigations  and  reports  by  State  administrative  officials  are  not 
provided  for.  Districts  of  both  types  have  the  power  of  taxation ; 
hence  landowners  may  object  to  inclusion  in  the  district.  Aside 
from  the  matter  of  advisory  reports  by  State  officials,  the  com- 
ments made  with  respect  to  irrigation  districts  apply  to  these  two 
types  of  districts. 

At  public  hearings  on  organization  of  nontaxing  districts,  such 
as  the  Colorado  water  conservancy  district  and  the  Nebraska  pub- 
lic power  and  irrigation  district,  any  landowner  has  an  opportunity 
to  object  to  the  proposed  district.  There  is  little  incentive  to  ob- 
ject, however,  as  no  liability  attaches  until  a  landowner  obtains  a 
water-service  contract  from  the  district.  In  contrast,  before  a 
standard  irrigation  district  can  be  formed,  a  number  of  protests 
usually  must  be  heard  and  decided.  Moreover,  with  the  Colorado 
water  conservancy  districts  and  the  Nebraska  public  power  and 
irrigation  districts,  no  organization  elections  are  held.  As  a  result, 
under  many  circumstances,  these  districts  can  be  formed  with 
greater  speed  and  less  effort  than  irrigation  districts. 

MUTUAL  IRRIGATION  COMPANIES 
CORPORATIONS 

The  requisite  legal  procedure  for  organizing  a  corporation, 
which  is  specified  by  the  general  corporation  law  of  the  State,  is 
limited  generally  to  execution  by  a  minimum  number  of  persons 
of  the  articles  of  incorporation  and  to  filing  them  in  designated 
public  offices.  No  report  by  a  public  official  concerning  the  water 
supply  or  feasibility  of  the  enterprise  is  necessary  prior  to  incor- 
poration, and  no  public  hearings  or  elections  are  held  as  conditions 
precedent  to  organization.     As  a  mutual  company  is  a  private 

42  The  constitutionality  of  the  original  Wright  Act  of  California,  upon 
which  the  irrigation-district  statutes  of  all  of  the  Western  States  have  been 
based,  was  upheld  by  the  United  States  Supreme  Court  in  Fallbrooh  Irriga- 
tion Dist.  v.  Bradley,  164  U.  S.  112  (1896). 
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organization  in  which  membership  is  voluntary,  the  constitutional 
safeguards  against  taking  the  property  of  a  "holdout"  without  due 
process  of  law  do  not  apply. 

Mutual  companies  sometimes  encounter  difficulties  in  organizing, 
although  ordinarily  they  are  not  matters  of  procedure.  They  are 
more  likely  to  develop  after  organization  from  such  things  as  prob- 
lems involved  in  acquiring  irrigation  systems  which  the  companies 
were  formed  to  take  over. 

UNINCORPORATED  ASSOCIATIONS 

The  procedure  in  organizing  an  unincorporated  association  is 
whatever  the  members  choose  to  make  it.  Whatever  advantage 
may  lie  in  simplicity  of  procedure  applies  to  such  an  undertaking. 

COMMERCIAL  IRRIGATION  COMPANIES 

The  procedure  in  organizing  commercial  irrigation  companies, 
incorporated  and  otherwise,  is  the  same  as  that  pertaining  to 
mutual  irrigation  companies. 

COMPARISON 

An  advantage  lies  in  the  safeguards  against  ill-advised  undertak- 
ings provided  by  the  district  organizational  procedure  in  most 
States.  In  some  respects,  these  safeguards  may  not  go  far  enough. 
If  before  organization  and  financing  of  a  district  are  undertaken, 
detailed  studies  of  economic  feasibility  were  made,  the  number  of 
undesirable  ventures  might  be  fewer.  As  contrasted  with  the  dis- 
trict procedure  in  some  States,  a  disadvantage  of  mutual  and  com- 
mercial companies  lies  in  the  fact  that  public  reports  upon  water 
supply  and  feasibility  are  not  required  for  these  projects,  however 
large  and  expensive  they  may  be.  This  may  be  unimportant  in  the 
case  of  a  great  many  projects,  but  some  private  enterprises  com- 
pare with  districts  in  magnitude,  and  even  though  they  are  engaged 
in  private  service,  failure  may  adversely  affect  the  public  welfare. 

When  small  projects  without  serious  complications  are  pro- 
posed, mutual  and  commercial  irrigation  companies  have  an  advan- 
tage over  irrigation  districts  in  the  ease  and  simplicity  of  organiza- 
tion. Organization  of  a  corporation  is  necessarily  more  formal 
than  that  of  an  unincorporated  association,  but  even  so  the  pro- 
cedure is  less  cumbersome  than  that  relating  to  an  irrigation  dis- 
trict. 

Inclusion  of  Land  in  Irrigation  Projects 

Inclusion  of  land  within  the  area  of  a  taxing  irrigation  district 
places  it  in  line  for  the  service  of  water  when  available,  and  subject 
to  assessment  to  whatever  extent  the  land  is  benefited,  whether  or 
not  the  individual  landowner  wishes  it.  A  chief  reason  for  enact- 
ment of  the  original  irrigation-district  laws  was  to  provide  a  means 
by  which  part  of  the  landowners  within  a  proposed  irrigation  proj- 
ect could  include  and  tax  enough  irrigable  land  to  make  the  project 
feasible.  On  the  contrary,  organizations  that  do  not  have  the 
power  of  taxation — such  as  public  districts  of  certain  types,  and 
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mutual  and  commercial  irrigation  companies — have  no  way  to  com- 
pel landowners  or  water  users  within  reach  of  their  water-distribu- 
tion systems  to  patronize  them.  Inclusion  of  land  within  the  serv- 
ice area  of  a  nontaxing  enterprise  does  not,  in  itself,  establish  a  lia- 
bility to  the  irrigation  organization ;  that  liability  must  be  entered 
into  voluntarily  on  the  part  of  the  prospective  water  users. 

Therefore,  nontaxing  districts,  and  mutual  and  commercial  com- 
panies that  build  or  propose  to  build  irrigation  projects  are  at  a 
disadvantage  in  comparison  with  irrigation  districts,  when  inclu- 
sion of  irrigable  lands  of  an  objecting  minority  is  essential  to  the 
feasibility  of  the  enterprise.  The  history  of  the  early  commercial 
companies  that  built  projects  before  selling  ''water  rights"  shows 
that  many  of  them  failed  because  they  could  not  induce  landowners 
to  buy  the  "water  rights"  offered  for  sale. 

As  it  is  a  political  subdivision  of  a  State,  an  irrigation  or  other 
public  district  cannot  extend  into  a  State  other  than  the  one  under 
the  laws  of  which  it  is  organized.  For  an  interstate  project,  in- 
stead of  one  comprehensive  public  organization,  districts  must  be 
organized  on  each  side  of  the  State  line  under  the  respective  State 
laws  for  the  purpose  of  cooperating  in  handling  the  project.  A 
private  company  is  not  inhibited  from  having  identical  relation- 
ships with  landowners  or  water  users  on  both  sides  of  a  State  line. 

Financing 
irrigation  districts 

PRIVATE  FINANCING 

Irrigation  districts  have  always  had  a  substantial  advantage 
over  private  irrigation  organizations  in  the  comparatively  wide 
markets  for  their  bonds.  On  the  whole,  this  advantage  has  been 
so  pronounced  that  the  chief  object  in  forming  many  irriga- 
tion districts  has  been  to  issue  bonds.  Regardless  of  whether  this 
advantage  is  more  or  less  important  than  it  was  several  decades 
ago,  it  still  is  a  material  consideration  in  the  selection  of  a  type  of 
organization  for  irrigation  development,  to  the  extent  that  funds 
of  private  investors  are  available  for  this  purpose. 

PUBLIC  FINANCING 

Financing  by  Federal  agencies  was  important  during  the  depres- 
sion and  the  subsequent  recovery.  Some  original  financing  of 
bonds  was  done  by  the  Federal  Government,  but  the  refinancing 
program  of  the  Reconstruction  Finance  Corporation  had  a  far 
greater  effect.  Many  districts  bettered  their  financial  positions 
substantially  by  taking  advantage  of  this  program.  However,  the 
program  was  not  confined  solely  to  district  irrigation  enterprises ; 
it  included  mutual  companies  as  well. 

The  policy  of  the  Bureau  of  Reclamation  of  preferring  to  con- 
tract with  taxing  districts  rather  than  with  mutual  companies  for 
the  repayment  of  Federal  investments  in  reclamation  projects, 
which  long  antedated  the  depression,  is  an  advantage  of  the  dis- 
trict form  of  organization.    A  few  districts  have  contracted  also 
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with  the  Office  of  Indian  Affairs.  Irrigation  districts  also  have 
been  financed  and  refinanced  by  the  governments  of  several  States. 
However,  districts  have  not  had  access  to- the  facilities  of  the  Farm 
Credit  Administration.  But,  generally  speaking,  the  district  has 
been  the  preferred  type  of  organization  in  financial  dealings  with 
various  government  agencies,  bond  houses,  and  individual  in- 
vestors. 

MUTUAL  IRRIGATION  COMPANIES 
CORPORATIONS 

Mutual  irrigation  corporations  have  usually  found  the  markets 
for  their  bonds  more  limited  and  localized  than  have  irrigation  dis- 
tricts. Their  issues  have  been  fewer  and  in  the  aggregate  consider- 
ably smaller.  In  some  cases,  they  have  obtained  money  on  terms 
apparently  as  favorable  as  they  could  have  obtained  by  reorganiz- 
ing as  districts.  In  others  they  have  had  to  pay  more  for  their 
credit  than  comparable  districts.  Mutual  companies  have  obtained 
loans  from  the  banks  for  cooperatives  of  the  Farm  Credit  Adminis- 
tration at  lower  rates  of  interest  than  their  outstanding  bonds 
have  carried.  Also  some  mutual  companies  as  well  as  irrigation 
districts  have  refinanced  portions  of  their  indebtedness  through  the 
facilities  of  the  Reconstruction  Finance  Corporation,  Originally, 
water  users'  associations  wTere  the  contracting  agencies  on  Federal 
reclamation  projects,  but  they  have  not  been  so  favored  by  the  Bu- 
reau of  Reclamation  for  many  years. 

UNINCORPORATED  ASSOCIATIONS 

In  financing  irrigation  enterprises,  unincorporated  associations 
lack  the  advantages  of  incorporated  companies.  Disadvantages  are 
also  inherent  in  the  legal  interrelationships  of  the  members  of  an 
unincorporated  association. 

COMMERCIAL  IRRIGATION  COMPANIES 

On  the  whole,  investments  in  enterprises  of  commercial  com- 
panies, other  than  the  refunding  of  indebtedness  of  developed  proj- 
ects, have  been  so  unprofitable  that  little  new  capital  has  been 
available  for  their  use  for  many  years.  Some  established  commer- 
cial enterprises,  chiefly  public  utilities,  were  able  to  sell  bonds  dur- 
ing the  last  two  or  three  decades,  but  these  sales  are  believed  to 
have  been  small.  Just  as  the  markets  for  mutual-company  bonds 
have  been,  for  a  good  many  years,  more  limited  than  those  for 
district  bonds,  so  a  similar  comparison  may  be  made  between  com- 
mercial and  mutual  companies. 

Commercial  companies,  therefore,  are  under  a  serious  disadvan- 
tage in  that  private  markets  for  their  bonds,  although  at  one  time 
substantial,  have  been  limited  for  the  last  35  years.  This  applies 
particularly  to  entirely  new  developments,  for  which  markets  now 
are  negligible.  It  is  doubtful  whether  an  offering  for  such  a  pur- 
pose would  receive  serious  consideration  in  any  of  the  principal 
financial  centers.  Some  developed  commercial  enterprises  were 
able  to  sell  bonds  during  the  last  third  of  a  century  for  improve- 
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ments  or  for  refinancing  outstanding  obligations,  but  these  markets 
were  not  extensive.  Also,  the  cost  of  such  financing  was  higher 
than  that  for  similar  developments  by  irrigation  districts. 

Nor  do  commercial  companies  have  access  to  Federal  credit,  as 
districts  and  mutual  companies  have  had.  Such  credit  is  made 
available  only  to  public  organizations  and  to  nonprofit  private  or- 
ganizations of  water  users. 

COMPARISON 

So  far  as  private-investment  markets  for  their  bonds  are  con- 
cerned, irrigation  districts  have  had  a  substantial  advantage  over 
other  types  of  irrigation  organizations.  Mutual  companies  gen- 
erally have  found  the  markets  for  their  bonds  more  limited  and 
localized.  Commercial  companies  have  had  little  new  financing 
for  years. 

With  respect  to  public  financing,  irrigation  districts  and  mutual 
irrigation  companies  have  shared  the  refinancing  facilities  of  the 
Reconstruction  Finance  Corporation.  The  Bureau  of  Reclamation 
prefers  to  contract  with  irrigation  districts  on  the  Federal  reclama- 
tion projects,  and  a  few  districts  have  contracted  with  the  Office 
of  Indian  Affairs.  Several  State  governments  have  bought  bonds 
of  irrigation  districts  within  their  borders.  Mutual  irrigation  com- 
panies have  an  advantage  over  districts  in  that  they  are  able  to 
obtain  credit  from  the  banks  for  cooperatives  of  the  Farm  Credit 
Administration,  a  source  that  is  not  open  to  districts.  Commercial 
companies  do  not  have  access  to  Federal  credit. 

Revenue 
irrigation  districts 

An  outstanding  advantage  of  irrigation  districts  in  the  matter 
of  obtaining  revenue  is  the  power  of  taxation.  This  is  especially 
true  when  the  delinquent  land  is  developed  and  capable  of  paying 
the  tax.  There  may  be  little  practical  advantage  in  taxing  raw 
land  for  which  there  is  no  demand,  yet  even  this  has  been  done  in 
some  cases  with  results  beneficial  to  the  district.  The  advantage 
of  taxation  is  material  where  there  is  a  demand  for  land,  or  where 
it  is  held  by  speculators,  and  in  those  States  in  which  districts  have 
authority  to  tax  urban  land  for  indirect  benefits. 

The  procedure  pro.vided  by  law,  and  the  method  of  spreading 
assessments  so  provided,  cannot  be  changed  to  suit  the  needs  of 
any  particular  district.  The  bases  of  assessing  land  vary  in  the 
several  States.  Some  are  better  suited  to  varying  agricultural  con- 
ditions than  others.  In  the  timing  of  assessment  levies  and  collec- 
tions, districts  lack  the  flexibility  of  mutual  companies,  and  district 
procedures  often  are  considered  cumbersome  in  comparison  with 
those  of  mutual  companies.  Districts  are  also  at  a  disadvantage  in 
the  length  of  time  required  to  complete  foreclosures,  as  compared 
with  the  mutual  company's  more  prompt  foreclosure  upon  delin- 
quent stock.  Collections  of  assessments  through  county  officials — 
the  rule  in  most  States — is  advantageous  under  some  circumstances 
but  not  under  others. 
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The  ability  to  charge  tolls  for  the  use  of  water,  accorded  by  the 
laws  of  various  States,  is  an  advantage.  A  district  that  can  utilize 
assessments  or  tolls,  or  both,  to  meet  its  obligations  and  opera- 
tional requirements  has  greater  flexibility  than  one  that  does  net 
have  authority  to  use  tolls. 

OTHER  DISTRICTS 

The  advantage  of  the  taxing  power  accrues  only  to  certain  types 
of  districts  other  than  irrigation  districts.  Those  that  cannot  tax 
land  to  meet  their  bond  obligations  must  depend  on  the  revenue 
obtained  for  their  services,  such  as  irrigation  and  power.  This 
revenue  has  been  adequate  for  some  of  the  districts  but  not  for 
others.  Some  districts  derive  their  revenue  from  charges  fixed 
from  time  to  time  by  the  board  of  directors.  These  charges  can 
be  raised  or  lowered  to  meet  changing  conditions.  Others,  such  as 
the  Colorado  water  conservancy  districts  and  the  Nebraska  public 
power  and  irrigation  districts,  supply  their  services  at  annual  rates 
provided  by  contract  between  each  landowner  and  the  project. 
Most  of  the  actual  quantitative  rates  are  fixed  permanently  by  the 
contracts,  and  no  provision  is  made  for  raising  or  lowering  them. 

In  the  long  run,  inflexible  contract  rates  are  usually  detrimental 
to  the  financial  interests  of  an  enterprise.  When  costs  of  opera- 
tion and  maintenance  increase,  either  because  of  unforeseen  con- 
tingencies or  because  of  a  rise  in  the  general  price  level,  an  enter- 
prise may  find  it  difficult  to  meet  these  costs  and  its  debt  payments 
from  its  relatively  fixed  annual  income.  Even  though  water  users 
could  well  afford  to  pay  higher  water  charges,  they  are  generally 
reluctant  to  renegotiate  their  contracts  at  higher  rates.  But  during 
periods  of  falling  price  levels,  the  enterprise  is  under  pressure  to 
lower  the  contract  rates.  If  water  charges  prove  to  be  higher  than 
many  water  users  can  afford  to  pay,  the  enterprise  must  choose 
between  reduction  in  rates  on  the  one  hand  and  heavy  delinquency 
or  reduction  in  patronage  on  the  other.  Insofar  as  the  study  dis- 
closes, no  one  has  yet  developed  any  system  of  variable  contract 
rates,  tied  to  some  price  index,  that  would  give  nontaxing  dis- 
tricts financial  flexibility  comparable  to  that  of  standard  irriga- 
tion districts  and  mutual  companies. 


MUTUAL  IRRIGATION  COMPANIES 


CORPORATIONS 


The  procedure  for  levying  and  collecting  assessments  against  the 
eapital  stock  of  a  corporation  must  be  followed  strictly,  but  the 
timing  of  assessments  and  collections  is  flexible.  This  is  a  con- 
siderable advantage.  Authority  to  charge  tolls  increases  flexibility 
in  obtaining  revenue. 

The  assessment  procedure  for  corporations  is  considered  less 
cumbersome  than  that  of  irrigation  districts.  Certainly,  its  sim- 
plicity and  the  promptness  with  which  a  company  can  foreclose 
upon  delinquent  stock  are  advantageous.  The  delinquency  records 
that  are  available  in  the  enterprise  office  enable  the  prompt  with- 
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holding  of  water  from  delinquent  lands.  This  advantage  accrues 
likewise  to  districts  in  some  States. 

The  ratio  of  shares  of  stock  to  irrigated  land  can  be  fixed  at  a 
uniform  figure  per  acre.  Or  it  can  be  left  to  vary  with  the  actions 
and  needs  of  the  members,  as  the  organization  may  provide  at  the 
time  of  formation  unless  limited  in  its  choice  by  preexisting  local 
arrangements.  Maladjustments  have  occurred,  but  opportunities 
for  correction  have  been  available  to  many  such  enterprises. 

Limitations  upon  the  amount  of  a  single  assessment,  when  pre- 
scribed by  corporation  law,  may  be  a  disadvantage.  A  more  gen- 
eral and  more  serious  disadvantage  is  a  company's  inability  to 
obtain  revenue  from  unstocked  land  within  its  service  area.  Lack 
of  the  power  of  taxation  is  disadvantageous  in  this  and  other  situa- 
tions in  which  irrigation  districts  have  gained  because  they  have 
the  taxing  power.  Mutual  companies  have  liens  upon  delinquent 
stock,  but  not  upon  the  land  on  which  the  water  is  used,  except  in 
those  cases  in  which  stockholders  have  contracted  that  stock  assess- 
ments should  become  liens  against  their  stocked  lands.  This  con- 
tractual lien  has  been  a  feature  of  Carey  Act  companies  and  of 
water  users'  associations  on  Federal  reclamation  projects. "  It  has 
also  been  effected  in  the  organizational  structure  of  some  other 
mutual  companies,  although  this  is  not  characteristic  of  the  mutual- 
company  type  of  organization. 

UNINCORPORATED  ASSOCIATIONS 

An  unincorporated  association  must  resort  to  court  action  to  col- 
lect unpaid  operating  charges.  It  thus  lacks  the  substantial  advan- 
tages of  a  corporation  in  the  matter  of  collecting  revenue  from 
delinquent  members. 

COMMERCIAL  IRRIGATION   COMPANIES 

Commercial  irrigation  companies  share  with  mutual  irrigation 
companies  the  disadvantage  of  being  unable  to  obtain  revenue  from 
lands  within  their  service  areas  that  are  owned  by  persons  who 
refuse  to  patronize  the  enterprise.  Another  disadvantage  of  com- 
mercial companies  lies  in  the  fact  that  the  owners  of  the  system  and 
the  water  users,  who  are  not  identical,  may  have  conflicting  in- 
terests. 

DEVELOPMENT  COMPANIES 

The  purpose  of  development  companies  was  such  that  revenue 
from  operation  of  the  systems  prior  to  their  disposal  to  permanent 
operating  organizations  was  incidental. 

PRrVATE-CONTRACT  COMPANIES 

As  costs  of  operation  mounted,  private-contract  companies,  that 
operated  with  annual  charges  fixed  by  contract  and  not  subject  to 
change  without  the  consent  of  the  water  users,  were  under  an 
increasing  disadvantage.  Many  of  these  companies  began  operat- 
ing under  this  handicap,  which  although  now  evident,  apparently 
was  not  foreseen  in  the  beginning.  Most  of  them  went  out  of  busi- 
ness; they  were  succeeded  by  water-user  enterprises,  public  or 
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private.  In  those  cases  in  which  upward  revisions  of  annual 
charges  were  possible,  either  by  agreement  of  the  water  users  or 
because  the  companies  were  held  to  be  engaged  in  public  service 
notwithstanding  their  contracts,  the  companies  were  better  able  to 
meet  changing  economic  conditions.  This  was  true  also  in  those 
cases  in  which  the  contracts  provided  for  payment  by  the  water 
users  of  their  proportionate  share  of  the  actual  costs.  The  history 
of  these  companies  has  made  evident  the  serious  disadvantage  of  a 
permanent  operating  charge  fixed  by  contract. 

PUBLIC-UTILITY  COMPANIES 

Public  utilities  subject  to  public  regulation  are  entitled  to  charge 
rates  high  enough  to  pay  their  proper  annual  costs,  although  in 
many  situations  they  have  been  precluded  from  taking  advantage 
of  this  legal  right  because  of  economic  or  psychological  considera- 
tions. Lack  of  substantial  dividend  payments  by  so  many  public- 
utility  irrigation  companies  is  an  indication  of  a  general  lack  of 
adequate  revenue  on  their  part.  A  standby  charge,  coupled  with  a 
dependable  water  supply,  has  helped  to  smooth  out  the  fluctuations 
in  annual  income  that  have  adversely  affected  some  of  these  enter- 
prises. 

COMPARISON 

The  power  of  taxation  is  an  outstanding  advantage  in  obtaining 
revenue ;  organizations  that  do  not  have  this  power  must  rely  upon 
revenue  from  toll  charges,  stock  assessments,  or  individual  con- 
tracts. Irrigation  districts  and  districts  of  certain  other  types 
have  the  power  of  taxation.  Districts  of  still  other  types,  and  mu- 
tual and  commercial  irrigation  companies,  which  are  private 
entities,  do  not  have  this  power. 

The  procedure  for  levying  assessments  against  lands  by  irriga- 
tion districts  is  considered  cumbersome  and  the  length  of  time 
required  to  complete  foreclosures  a  disadvantage.  The  stock- 
assessment  procedure  of  mutual  irrigation  companies  is  less  cum- 
bersome and  a  good  deal  speedier.  It  has  the  advantage  of  flexibil- 
ity in  the  timing  of  assessments  and  collections.  Commercial 
companies  that  operate  with  annual  charges  fixed  by  contract  are 
at  a  disadvantage  in  times  of  rising  prices.  Public  utilities  subject 
to  public  regulation  have  had  the  legal  right  to  make  charges  high 
enough  to  cover  their  necessities,  but  in  many  cases  they  have  been 
forestalled  because  of  uncontrollable  circumstances. 

An  advantage  of  irrigation  districts  and  mutual  companies  over 
commercial  irrigation  companies  is  that  the  owners  of  the  system 
and  the  water  users  are  identical  or  substantially  so,  whereas  in  the 
case  of  commercial  irrigation  companies  the  two  groups  are  not 
identical  and  may  have  conflicting  interests. 

Allocations  of  Water  Privileges 

In  the  acquisition  and  exercise  of  a  water  right,  no  organization 
of  any  type  occupies  a  preferential  position  over  one  of  any  other 
type,  so  far  as  State  water-right  laws  are  concerned. 

Allocation  of  water  privileges  by  any  irrigation  enterprise  must 
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conform  to  the  limitations  of  the  State  water  law,  the  character  of 
the  water  rights  involved,  and  any  provisions  for  apportionment 
of  water  that  are  prescribed  in  the  statute  under  which  the  enter- 
prise is  organized. 

Some  irrigation-district  statutes  prescribe  for  the  district  taxing 
entities  the  basis  of  apportionment  of  the  water  they  serve.  In 
some  States  this  bads  is  flexible.  No  restrictions  are  placed  upon 
apportionment  of  water  in  the  statutes  under  which  the  nontaxing 
districts,  mutual  companies,  and  commercial  companies  studied 
were  formed:  To  whatever  extent  an  irrigation  district  is  re- 
stricted by  its  organic  law  in  allocating  water  privileges  to  lands 
that  may  have  varying  water  requirements,  the  enterprise  is  at  a 
disadvantage  in  comparison  with  enterprises  not  so  restricted. 

In  some  situations,  it  may  be  desirable  or  even  necessary  to  have 
water-service  privileges  established  by  voluntary  agreement  rather 
than  by  involuntary  inclusion  within  a  standard  irrigation  district. 
One  type  of  situation,  illustrated  by  one  of  the  Nebraska  public 
power  and  irrigation  districts  studied,  is  the  establishment  of  a 
new  irrigation  project  in  a  subhumid  area  in  which  a  fairly  satis- 
factory type  of  dryland  agriculture  had  developed.  Many  land- 
owners, who  are  unfamiliar  with  irrigation,  may  resent  at  first 
any  type  of  organization  and  financing  scheme  that  would  force 
them  to  change  over  to  irrigation  or  to  pay  irrigation  taxes  whether 
or  not  they  use  water.  Voluntary  water  contracts  and  water 
charges  applicable  only  to  contracted  acreage  may  be  the  only  solu- 
tion possible. 

A  second  type  of  situation  is  illustrated  by  the  Colorado  water 
conservancy  district  included  in  the  present  study.  The  purpose 
of  this  project  is  to  supply  supplemental  water  to  a  considerable 
area  already  served  by  many  primary-  and  supplemental-supply 
systems,  most  of  which  are  operated  by  mutual  companies.  The 
need  for  additional  supplemental  water  varies  widely  among  the 
various  canal  systems  and  even  among  the  water  users  under  each 
canal.  Use  of  voluntary  water-service  contracts  permits  the  water 
users,  either  individually  or  by  local  groups,  to  determine  for  them- 
selves the  amount  of  project  water  they  will  take  and  pay  for. 
Presumably,  this  flexibility  in  water  service  could  have  been 
achieved  by  a  mutual-company  type  of  organization.  In  fact,  a 
mutual  company  was  organized  during  the  planning  phase,  but  it 
was  early  decided  that  such  a  company  was  inadequate  to  finance 
an  undertaking  of  the  magnitude  contemplated  and  the  water- 
conservancy  district  was  organized  instead. 

Exemptions  from  Taxation 

Districts  have  advantages  in  total  exemption  from  payment  of 
the  Federal  income  tax,  and  in  exemption  of  their  bonds  from  Fed- 
eral income  taxation.  Mutual  companies  are  exempted  if  85  per- 
cent or  more  of  their  income  is  collected  from  members  to  meet 
losses  and  expenses ;  their  bonds  are  not  tax-exempt.  Commercial 
companies  are  not  exempted  from  the  Federal  income  tax. 

Some  States  exempt  the  property  of  irrigation  districts  from 
taxation  in  greater  or  less  degree.    Mutual  companies  are  exempted 
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from  taxation  in  some  States  and  not  in  others;  in  some  States 
mutual  irrigation  corporations  have  special  exemptions  with  re- 
spect to  franchise  taxes.  Irrigation  works  of  commercial  com- 
panies are  exempted  from  taxation  in  at  least  one  State,  although 
this  is  apparently  exceptional.  In  the  matter  of  tax  exemptions, 
nonprofit  enterprises  are  the  most  favored  by  the  States. 

When  it  comes  to  taxation,  commercial  companies,  as  a  rule,  are 
at  more  of  a  disadvantage  than  either  districts  or  mutual  com- 
panies. The  amount  of  taxes  that  some  commercial  companies 
have  been  required  to  pay  has  been  a  significant  item  in  the  cost  of 
operation  of  their  projects.  This  disadvantage,  which  is  inherent 
in  the  fundamental  nature  of  a  commercial  irrigation  company — a 
private  enterprise  for  profit — has  been  an  important  consideration 
in  the  operation  of  some  projects. 

Attitude  of  Water  Users 

Attitudes  of  water  users  toward  the  organization  that  serves 
them,  and  toward  its  management,  have  been  more  generally  favor- 
able on  district  and  mutual-company  enterprises  than  with  com- 
mercial companies.  This  has  been  influenced  by  the  fact  that  in 
only  the  former  cases  do  the  water  users  control  the  policies  of  the 
organization.  At  times  conflicts  in  interest  have  arisen  between 
commercial  companies  and  their  consumers  as  a  whole.  These  con- 
flicts have  resulted  in  a  generally  unfavorable  attitude  on  the  part 
of  the  water  users.  Internal  controversies  in  district  and  mutual- 
company  enterprises  are  more  likely  to  arise  between  a  minority 
group  of  users  on  the  one  hand  and  the  management  and  control- 
ling majority  of  users  on  the  other.  Much  of  the  contention  be- 
tween commercial  companies  and  consumers  has  been  because  of 
water  rates,  although  some  of  it  has  been  owing  to  other  causes. 
Dissatisfaction  of  water  users  with  the  commercial  companies  that 
serve  them  has  not  been  universal,  but  it  has  been  noted  in  a  larger 
proportion  of  commercial  companies  than  of  either  districts  or 
mutual  companies. 

On  the  whole,  districts  and  mutual  companies  have  some  advan- 
tage over  commercial  companies  as  regards  the  attitudes  of  their 
water  users.  The  measure  of  this  advantage,  when  it  has  existed, 
has  varied  considerably.  Unfavorable  attitudes  of  water  users 
have  been  manifested  in  some  cases  solely  by  chronic  complaints 
and  lack  of  cordiality ;  in  other  instances  they  have  proved  expen- 
sive to  the  organization. 

Other  Topics 

public  supervision  of  enterprise  activities 

Requirements  of  the  several  States  with  respect  to  supervision 
over  the  activities  of  irrigation  enterprises  cover  a  wide  range. 
After  organizing,  districts  in  various  States  are  required  to  make 
annual  reports  to  some  State  agency  and  are  subject  to  more  or  less 
supervision  over  their  financing.  Financing  of  mutual  companies 
is  subject  to  the  "blue-sky  laws."    Public-utility  companies  are  also 
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supervised  in  greater  or  less  degree  in  matters  of  rates,  services, 
and  bond  issues ;  in  some  States  they  are  required  to  make  detailed 
reports  of  their  financial  operations. 

Public  supervision,  which  is  intended  to  protect  the  public  from 
the  adverse  effects  of  unsound  enterprises,  is  considered  bother- 
some by  the  officers  of  3ome  organizations  but  not  by  officers  of 
others.  Some  officers  mention  the  amount  of  detailed  work  in- 
volved ;  others  say  that  it  adds  little  to  their  duties. 

EMINENT  DOMAIN 

Irrigation  districts  usually  have  the  power  of  eminent  domain. 
The  extent  to  which  this  authority  is  granted  to  private  enterprises 
varies  in  the  several  jurisdictions.  To  whatever  extent  a  type  of 
irrigation  organization  has  the  power  of  eminent  domain,  it  has  an 
advantage  over  types  not  so  favored. 

OVERHEAD 

Tax  payments,  as  previously  noted,  have  been  substantial  items 
of  overhead  of  some  organizations  required  to  pay  them.  This 
applies  more  generally  to  commercial  companies  than  to  other  irri- 
gation organizations,  but  other  items  of  overhead  may  be  impor- 
tant. Payment  of  dividends  from  profits  likewise  enters  (theo- 
retically in  some  cases,  actually  in  others)  into  the  overhead  of 
commercial  companies,  and  not  into  that  of  nonprofit  enterprises. 
It  is  true  that  many  companies  have  been  unable  to  pay  substantial 
dividends,  and  that  probably  many  have  paid  none,  but  the  incen- 
tive is  present.  Also,  the  rates  of  public  utilities  are  so  fixed  as  to 
include  a  return  on  the  company's  investment  in  those  cases  in 
which  it  is  believed  that  consumers  are  able  to  pay  such  rates. 
Other  things  being  equal,  higher  salaries  may  be  paid  in  the  man- 
agement of  companies  that  expect  to  make  profits  and  pay  divi- 
dends than  in  the  case  of  enterprises  that  operate  at  cost,  and  so 
to  that  extent  the  overhead  is  further  increased.  In  these  respects, 
therefore,  irrigation  districts  and  mutual  companies  have  an  ad- 
vantage over  commercial  irrigation  companies. 

AVAILABILITY  OF  PUBLIC  RECORDS 

Availability  of  public  records  of  assessments  and  other  financial 
transactions  is  valuable  to  parties  interested  in  particular  lands 
served  by  an  irrigation  enterprise,  and  in  its  affairs  generally. 
Interested  parties  may  include,  for  example,  loan  agencies,  agri- 
cultural officials,  and  the  farmers  themselves. 

In  this  respect,  the  greatest  convenience  probably  comes  from 
having  the  records  of  irrigation  districts  available  at  the  county 
court  house.  This  is  the  case  in  a  majority  of  the  Western  States, 
in  which  district  tax  collections  are  made  through  county  officials. 
The  district  office  frequently  is  located  at  some  place  other  than 
the  county  seat.  However,  a  complete,  up-to-date  set  of  records  in 
the  office  of  the  enterprise  is  convenient  and  advantageous  to  its 
officers. 
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ADAPTABILITY  OF  TYPE  OF  ORGANIZATION  TO 
ENTERPRISES  STUDIED 

One  point  of  inquiry  for  each  enterprise  studied  was : 

On  the  whole,  would  any  other  type  of  organization  have  given 
better  results? 

The  views  of  local  parties  who  were  interviewed  with  respect  to 
this  question  were  definite  in  some  cases.  In  other  cases,  they  were 
neither  conclusive  nor  satisfactory.  This  probably  is  natural; 
under  some  circumstances  the  question  as  to  whether  another  kind 
of  organization  would  have  done  better  with  a  given  irrigation 
project  may  well  be  debatable.  This  is  particularly  the  case  when  a 
project  is  operated  with  reasonable  efficiency  and  gives  adequate 
service  at  reasonable  cost,  or  when  the  serious  troubles  of  an  enter- 
prise might  have  happened  under  any  form  of  organization.  For 
example,  water-supply  difficulties  have  been  common  to  many  en- 
terprises of  all  kinds.  Two  unrelated  enterprises — an  irrigation 
district  and  a  commercial  irrigation  company — invested  large  sums 
in  water-development  undertakings,  the  full  development  of  which 
was  successfully  opposed  by  means  of  court  proceedings.  In  each 
case  the  result  was  a  water  supply  materially  less  than  that  on 
which  the  investment  had  been  predicated.  The  irrigated  area 
served  by  each  necessarily  was  curtailed,  and  the  finances  of  the 
enterprises  suffered.  There  is  no  reason  to  think  that  in  either 
case  a  mutual  company  would  have  had  a  less  unhappy  experience. 

Irrigation  districts  have  defaulted  in  the  payment  of  indebted- 
ness more  often  than  mutual  companies,  but  bond  issues  of  districts 
have  been  more  numerous  and  in  the  aggregate  much  larger. 
Therefore,  the  possibilities  of  default  have  been  correspondingly 
greater.  Furthermore,  if  all  the  facts  could  be  ascertained,  it  is 
possible  that  the  difference  between  present  values  and  total  invest- 
ments in  many  mutual  irrigation-company  enterprises  would  be 
found  to  be  equivalent  to  heavy  default  or  financial  failure.  The 
fact  that  a  particular  organization  suffered  a  default  is  not  con- 
sidered, in  itself,  a  basis  for  concluding  that  some  other  type  would 
have  done  better.  In  an  individual  case  this  fact  probably  should 
be  taken  into  consideration,  together  with  all  other  circumstances, 
in  arriving  at  an  answer  to  the  question,  but  it  is  not  considered  as 
controlling. 

Answers  to  this  question  and  the  resulting  conclusions  as  to 
adaptability  of  types  of  organizations  to  the  conditions  of  the  enter- 
prises studied  are  based  upon  (1)  views  of  local  people  only  to  the 
extent  that  those  views  appeared  to  be  well  supported,  and  (2) 
careful  consideration  of  the  differing  characteristics  of  the  several 
types  of  organization  and  the  performance  of  each  organization 
in  its  own  environment,  so  far  as  data  concerning  it  were  obtain- 
able. 

The  ensuing  discussion  of  adaptability  of  types  of  organization 
is  based  solely  upon  the  performance  of  the  enterprises  canvassed 
in  the  present  study,  and  not  upon  those  of  any  other  organizations 
or  studies  cited  in  this  report. 
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Irrigation  Districts 

For  the  purposes  of  those  enterprises  for  which  it  was  used,  the 
irrigation  district  form  of  organization  generally  appeared  to  be 
suitable.  In  many  cases,  the  results  achieved  under  districts  were 
apparently  as  good  as  could  have  been  obtained  under  an  organiza- 
tion of  any  other  type.  Doubts  were  confined  to  only  a  few  of  the 
districts ;  and  for  only  one  was  it  definitely  indicated  that  another 
type  would  have  been  preferable. 

The  unqualified  conclusion  with  respect  to  15  irrigation  districts 
was  that  no  other  type  of  organization  would  have  given  better 
results.  The  district  was  not  necessarily  considered  the  most  suit- 
able type  of  organization  for  all  of  these  enterprises.  For  some  it 
was  considered  that  a  mutual  irrigation  company  might  have  been 
equally  suitable,  although  not  more  so. 

The  chief  basis  for  the  favorable  conclusion  with  respect  to  a 
large  proportion  of  the  districts  was  the  ability  of  such  an  organi- 
zation to  finance  its  undertaking  through  the  sale  of  bonds.  In 
many  of  these  cases  no  other  kind  of  organization  could  have  sold 
bonds  on  the  scale  desired.  Some  of  the  organizations  that  pre- 
ceded these  districts  had  been  unable  to  finance  the  proposed  im- 
provements and  had  been  replaced  by  irrigation  districts  primarily 
to  finance  them.  Some  other  districts  that  required  large  bond 
issues  were  formed  for  new  development.  There  was  a  market 
for  the  district  bonds,  but  not  for  mutual-company  bonds  in  the 
amounts  proposed,  and  capital  was  no  longer  available  for  exten- 
sive commercial  enterprises. 

The  preference  of  the  Bureau  of  Reclamation  for  irrigation  dis- 
tricts as  contracting  agencies  on  Federal  reclamation  projects  was 
stressed  in  connection  with  districts  that  had  been  formed  for  that 
purpose.  Four  of  the  districts  studied  had  been  organized  to  take 
over  the  functions  of  preexisting  water  users'  associations.  They 
had  done  as  well  as,  and  in  some  respects  better  than,  the  predeces- 
sor companies.  Two  of  them  had  proved  their  value  in  forcing 
collection  of  delinquent  assessments  and  thereby  encouraging  more 
rapid  development  of  farm  lands.  An  early  difficulty  in  these  two 
cases  was  the  slowness  with  which  lands  were  brought  under 
cultivation. 

Other  situations  in  which  irrigation  districts  were  considered 
to  have  operated  with  greater  success  than  other  organizations 
were  cases  in  which  district  tax  machinery  was  able  to  smooth  out 
inequalities  in  water  services  and  payments,  and  in  which  collec- 
tions under  the  county  tax  procedure  involved  less  overhead  than 
otherwise  would  have  been  the  case. 

Although  the  district  organization  was  generally  considered 
satisfactory,  questions  as  to  its  superiority  were  raised  in  some 
cases.  In  the  case  of  one  district,  which  had  defaulted  because  of 
accumulated  delinquencies  during  the  depression  of  the  1930's,  it 
was  intimated  that  a  privately  owned  company  with  a  collection 
policy  adaptable  to  the  circumstances  of  individual  water  users — 
strict  with  those  able  to  pay,  and  lenient  with  others — might  have 
recovered  most  or  all  of  the  past-due  income  when  conditions  even- 
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tually  improved.  The  greater  flexibility  of  the  mutual-company 
type  of  organization  was  stressed  in  another  case,  but  was  out- 
weighed by  two  circumstances — the  district's  ability  to  sell  bonds 
at  a  time  when  mutual-company  bonds  in  such  amount  were  not 
marketable,  and  its  ability  later  to  contract  with  the  Bureau  of 
Reclamation  for  refinancing  and  reconstruction. 

Other  Districts 

The  water  district  studied  had  given  good  performance  under 
favorable  conditions  during  the  3  years  of  its  operation.  No  basis 
was  yet  apparent  for  concluding  that  some  other  type  of  organiza- 
tion would  have  been  more  suitable. 

So  far  as  the  electrical  district  was  concerned,  it  was  considered 
that  "perhaps"  some  other  organization  would  have  given  better 
results.  A  mutual  irrigation  company,  if  it  could  have  been 
financed  to  distribute  electric  energy  to  water  users  willing  to  buy 
stock  in  an  enterprise  of  that  character,  might  have  resulted  in  a 
sounder  and  more  conservative  development  and  more  efficient 
utilization  of  the  ground-water  supply,  though  possibly  at  a  higher 
rate  for  the  service  rendered. 

Neither  of  the  public  power  and  irrigation  districts  in  the  study 
was  believed  to  be  the  best  type  of  organization  for  irrigation  serv- 
ice in  the  area  in  which  it  was  used.  If  enough  local  support  for 
its  formation  could  have  been  obtained,  an  irrigation  district  prob- 
ably would  have  done  better  in  either  case.  An  organization  of  this 
kind  might  have  avoided  the  default  that  occurred  in  one  of  these 
cases.  Costs  would  have  been  spread  in  the  form  of  taxation  in- 
stead of  the  inflexible  rates  fixed  by  permanent  water  contracts 
which  yielded  insufficient  income  during  the  World  War  II  and 
postwar  periods.  For  the  other  enterprise,  a  standard  irrigation 
district  might  have  operated  more  efficiently  by  avoiding  the  mul- 
tiplicity of  services  and  charges  assumed  by  the  irrigation  division 
of  the  public  power  and  irrigation  district  from  the  predecessor 
commercial  company — provided  elimination  of  these  differentials 
had  been  feasible.  However,  this  present  organization  had  done 
better  with  the  irrigation  system  and  its  operation  than  the  pred- 
ecessor commercial  company  had  done. 

The  water  conservancy  district  was  believed  to  be  the  best  type 
of  organization  for  this  particular  supplemental-supply  project. 
Use  of  voluntary  water  contracts  with  individual  water  users  and 
groups  provided  the  needed  flexibility  in  water  service.  Making 
the  annual  charges  fixed  by  these  contracts  perpetual  tax  liens 
against  the  contracted  lands  provided  the  necessary  security  to 
enable  the  district  to  contract  with  the  Bureau  of  Reclamation  for 
the  repayment  of  project  costs.  Use  of  the  general  taxing  powTer 
makes  it  possible  to  obtain  some  contribution  from  various  groups 
of  indirect  beneficiaries.  Although  property  taxes  account  for  only 
a  small  part  of  the  total  annual  income  of  the  district,  actually  it 
was  this  that  tipped  the  scales  to  make  the  project  appear  finan- 
cially feasible  at  the  start.  Moreover,  use  of  tax  receipts  is  ex- 
pected to  provide  some  measure  of  financial  flexibility  in  the  future, 
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offsetting  to  some  extent  the  inflexibility  that  stems  from  fixed 
water  charges  established  in  the  water-service  contracts. 

Mutual  Irrigation  Companies 

Mutual  companies  appeared  to  be  generally  well  adapted  to  the 
situations  in  which  they  were  used.  The  study  indicated  that 
some  modifications  of  existing  arrangements  would  be  desirable, 
for  example,  assumption  by  the  company  of  control  over  lateral 
ditches.  However,  this  was  not  a  valid  criticism  of  the  mutual 
company  as  a  type  of  organization  as  various  organizations  of  all 
types  control  only  the  main  canals.  It  simply  pointed  to  a  needed 
improvement  in  policy  and  practice  of  operation,  which  would  have 
been  equally  needed  and  could  have  been  equally  well  achieved 
under  any  other  form  of  organization. 

For  12  of  the  17  mutual  irrigation  companies,  the  answer  to  the 
question  as  to  whether  better  results  would  have  been  obtained 
under  any  other  type  of  organization  was  unqualifiedly  "no."  It 
was  generally  concluded  that  these  organizations  were  suited  to 
their  respective  environments,  and  that  they  had  done  as  well  as 
organizations  of  any  other  type  could  have  done.  Two  of  the  com- 
panies had  succeeded  irrigation  districts,  and  obtained  more  satis- 
factory results  than  had  the  predecessor  districts. 

Other  things  stressed  in  connection  with  the  advantages  of  the 
mutual  company,  were  generally  satisfactory  performance  by  such 
companies  in  the  region,  their  good  reputation,  and  preference  of 
local  farmers  for  that  type  of  organization.  The  ease  with  which 
the  nonstock  corporation  studied  had  been  formed  was  considered 
advantageous  to  the  organizers  in  that  there  was  no  need  for  a 
formal  election  or  stock-subscription  campaign. 

Elements  that  particularly  favored  the  mutual-company  type  of 
organization  were  greater  flexibility  of  operation;  preference  of 
water  users  for  mutual  companies ;  and  the  peculiar  adaptability 
of  a  land  and  water  development  company — with  a  mutual  com- 
pany, eventually  controlled  by  the  water  users,  as  the  agency  for 
operating  the  system — to  the  colonization  and  settlement  of  an 
irrigation  enterprise. 

In  several  cases  local  persons  did  not  give  unqualified  approval 
to  mutual  companies,  but  considered  it  "apparent"  or  "probable" 
that  no  other  type  of  organization  would  have  done  better.  In  some 
instances,  the  circumstances  relating  to  the  whole  area  were  not 
favorable,  but  the  mutual  companies  were  doing  neither  better  nor 
worse  than  irrigation  districts  would  have  done  under  similar  cir- 
cumstances. All  in  all,  mutual  companies  appeared  to  be  favorably 
adapted  to  the  enterprises  for  which  they  were  used. 

Commercial  Irrigation  Companies 

Results  of  the  inquiry  showed  that  for  the  projects  studied  com- 
mercial companies  were,  on  the  whole,  less  satisfactory  than  the 
other  types  of  irrigation  organizations.  In  no  case  was  it  stated 
unqualifiedly  that  no  other  type  of  organization  would  have  given 
better  results;  on  the  contrary,  for  three  companies  the  answer 
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was  "yes."  In  some  other  cases,  positive  conclusions  one  way  or 
the  other  were  rather  difficult  to  reach. 

Some  commercial  irrigation  companies  had  had  serious  difficul- 
ties which  apparently  were  not  inherent  in  the  type  of  organiza- 
tion. For  example,  one  company  had  been  involved  in  a  compli- 
cated reorganization  of  irrigation  interests  in  the  area — an  inten- 
sive citrus-producing  region  in  southern  California — in  which  fac- 
tionalism and  personalities  played  a  considerable  part.  The  vari- 
ous transactions  left  the  owners  of  the  enterprise  with  an  inefficient 
irrigation  system,  which  was  both  unprofitable  for  them  and  costly 
for  the  water  users.  The  predecessor  of  another  company  had 
been  disappointed  in  the  anticipated  water  supply  which  had  cost 
a  great  deal  of  money.  This  organization  was  unhappy  in  its  pub- 
lic relations.  A  water  users'  organization  might  have  been  more 
successful  in  that  respect;  but  whether  it  would  have  solved  the 
water-supply  problem  more  satisfactorily  is  open  to  question. 

In  the  case  of  one  project  it  was  indicated  that  a  district  or  a 
mutual  company  might  afford  lower  water  rates.  At  the  same  time 
it  was  emphasized  that  comparable  irrigation  districts  in  the  area 
had  defaulted  and  had  been  refinanced  at  losses  to  the  creditors 
during  the  depression  of  the  1930's,  whereas  in  the  case  of  this 
company  the  heavy  delinquencies  in  rate  payments  were  practically 
all  paid  off  when  economic  conditions  improved.  Another  company 
was  operating  under  rates  fixed  in  perpetual  contracts  which  had 
proved  too  low  for  satisfactory  service.  It  was  believed  that  per- 
haps a  mutual  company  or  a  district  could  have  given  better  results 
because  of  its  ability  to  increase  the  water  charges  whenever  neces- 
sary. Had  the  company  been  engaged  in  public  service  subject  to 
rate  regulation,  an  increase  might  have  been  effected.  But  the 
process  would  doubtless  have  been  slower  and  resistance  greater 
and,  in  the  light  of  experience  of  many  other  public-utility  irriga- 
tion companies,  the  desired  result  problematical. 

With  respect  to  three  commercial  companies  the  conclusion  was 
that  some  other  form  of  organization  would  have  given  better  re- 
sults. Considerable  friction,  which  might  well  have  been  less 
under  a  water  users'  organization,  had  marked  the  relations  be- 
tween one  of  these  companies  and  its  consumers.  Furthermore, 
under  a  mutual  company  the  cost  would  have  been  less  because  of 
the  resulting  lower  overhead  and  absence  of  the  element  of  profit. 

In  another  case,  the  absence  of  dividends  and  taxes,  which  are 
incident  to  the  operations  of  a  commercial  company,  would  have 
made  the  cost  under  a  district  or  a  mutual  company  lower. 

The  third  company  in  this  group  served  an  area  that  had  been 
greatly  reduced  because  of  the  formation  of  two  districts  by  groups 
of  farmer  consumers  and  the  acquisition  by  such  districts  of  parts 
of  the  company's  irrigation  system.  The  change  to  the  district 
form  of  organization  in  those  areas  came  about  because  of  a  grow- 
ing dissatisfaction  with  the  commercial  company  service  and  with 
water  charges  as  applied  to  the  prevailing  types  of  agriculture. 
The  operating  advantages  of  an  irrigation  district — such  as  exemp- 
tion from  taxation,  and  better  feeling  on  the  part  of  the  farmers — 
contributed  to  a  local  feeling  that  eventually  the  remainder  of  the 
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system  also  would  probably  be  brought  under  the  district  form  of 
organization. 

Summary  of  Probable  Results  Under  Other  Types  of 
Organization 

Irrigation  districts  and  mutual  irrigation  companies  in  the  pres- 
ent study  appeared  to  be  generally  well  adapted  to  the  purposes  for 
which  they  were  used.  On  the  larger  number  of  these  projects 
results  were  considered  to  have  been  as  good  as  could  have  been 
obtained  by  organizations  of  any  other  type.  Questions  as  to  the 
superiority  of  the  existing  type  were  raised  in  some  cases,  more  so 
with  districts  than  with  mutual  companies,  although  on  several 
projects  it  was  contended  locally  that  mutual  companies  could  not 
have  accomplished  what  the  districts  had  done,  particularly  in 
financing  the  developments.  Only  one  district  was  considered 
actually  unsuited  to  prevailing  local  conditions.  Two  mutual- 
company  projects,  for  which  the  companies  were  probably  doing 
as  well  under  existing  conditions  as  any  other  local  organization 
could  have  done,  would  have  been  better  served  by  comprehensive, 
valley-wide  organizations. 

The  water  district  was  believed  to  have  done  as  well  as  any  other 
organization  could  have  done.  This  was  questioned  as  to  the  elec- 
trical district.  Neither  of  the  public  power  and  irrigation  districts 
was  believed  to  be  the  best  type  of  organization  for  irrigation  serv- 
ice in  its  area.  The  water  conservancy  district  apparently  was  the 
best  type  of  organization  known,  in  view  of  the  particular  situation 
on  this  project. 

On  the  whole,  commercial  irrigation  companies  were  less  suited 
than  irrigation  districts  and  mutual  companies  to  their  respective 
local  conditions.  Positive  conclusions  in  some  cases  were  difficult 
to  reach.  However,  it  was  concluded  that  in  most  cases,  types  of 
organization  other  than  commercial  would  have  served  at  least  as 
well  for  purposes  other  than  making  profits  from  sale  of  water  or 
of  land  and  water ;  also  that  in  three  instances,  at  least  from  the 
standpoint  of  the  water  users,  some  other  type  of  irrigation  organi- 
zation would  have  been  preferable. 

SUCCESS  OR  FAILURE  OF  IRRIGATION 
ENTERPRISES 

Meaning  of  Success  or  Failure 

Judging  the  success  or  failure  of  an  irrigation  enterprise  de- 
pends upon  the  criteria  used.  Perhaps  the  more  common  criterion 
is  that  of  financial  success  or  failure,  by  which  is  meant  whether 
the  enterprise  has  met  its  financial  obligations  successfully  or  has 
paid  its  costs  of  construction. 

Another  criterion,  however,  is  that  of  the  success  of  the  farming 
community  that  is  served  by  the  enterprise.  In  many  cases,  irri- 
gation enterprises  have  "failed"  from  the  standpoint  of  repaying 
the  full  costs  of  development,  but  after  writing  off  part  of  their 
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financial  obligations  have  resulted  in  prosperous  irrigated  areas 
and  sound  and  efficient  irrigation  systems.  Benefits  to  water  users 
and  to  the  public  may  exceed  the  financial  loss  suffered  by  those 
who  supply  the  investment  capital,  whether  private  or  public. 
From  the  one  point  of  view,  then,  the  enterprise  eventually  became 
successful,  but  those  who  provided  the  capital  to  build  the  works 
and  who  expected  repayment  in  full  did  not  share  in  its  success. 

A  third  possible  criterion  as  to  the  success  of  an  enterprise  might 
be  that  of  the  efficiency  with  which  the  organization  supplies  water 
to  its  users.  Two  enterprises  might  be  equally  successful  in  meet- 
ing financial  obligations  and  in  developing  prosperous  communi- 
ties, but  one  might  operate  much  more  efficiently,  smoothly,  and 
harmoniously  than  the  other. 

Factors  That  Influence  Financial  Success  or  Failure 

Probably  the  main  factor  that  has  to  do  with  success  or  failure 
of  an  irrigation  enterprise  in  meeting  its  financial  obligations  is 
the  cost  of  obtaining  and  delivering  the  irrigation  water  in  relation 
to  how  much  the  users  can  afford  to  pay  for  it.  If  the  users  can 
afford  to  pay  the  full  cost  of  the  water,  the  enterprise  usually  will 
be  successful  financially — unless  it  is  mismanaged — regardless  of 
the  type  of  organization.  But  if  the  cost  of  water  to  the  users 
greatly  exceeds  its  value  to  them,  financial  failure  is  inevitable, 
whatever  may  be  the  type  of  irrigation  organization. 

RELATION  BETWEEN  COSTS  AND  BENEFITS  OF  WATER 

The  significant  point  in  determining  financial  success  or  failure 
is  the  cost  of  the  water  to  the  users  relative  to  the  benefits  obtained 
from  it.  When  benefits  from  water  served  by  two  projects  are 
comparable,  but  costs  to  users  differ  substantially,  users  under  the 
lower-cost  project  may  be  able  to  pay  the  annual  charges  during  a 
particular  period  of  low  farm  prices  when  the  users  under  the 
higher-cost  project  are  unable  to  pay  them.  A  project  having  high 
costs,  but  also  high  benefits,  may  be  able  to  meet  its  obligations 
at  a  time  when  a  lower-cost  project  with  low  benefits  fails  to  do  so. 
These  relationships  seem  self-evident,  but  in  discussing  the  ele- 
ments of  success  and  failure  in  irrigation,  they  are  sometimes 
overlooked. 

To  illustrate,  two  districts  studied  had  comparable  agriculture. 
In  the  case  of  the  lower-cost  district  the  cost  did  not  exceed  the 
benefits,  even  when  returns  from  fruit  growing  were  low;  so  the 
district  was  financially  successful.  The  higher  cost  of  the  other 
project  was  more  than  the  users  could  afford  to  pay  during  that 
period,  with  the  result  that  the  district  was  granted  concessions 
by  its  creditors  and  so  was  classed  as  financially  unsuccessful. 
But  the  high  cost  of  the  water  provided  by  one  of  the  mutual  com- 
panies studied  did  not  exceed  the  benefits  and  was  carried  safely 
throughout  the  depression  period.  In  another  mutual-company 
project  the  farm  returns  were  such  that  the  company  was  not  able 
to  meet  its  obligations  in  full  as  due,  even  with  the  cost  of  water 
relatively  low. 
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COSTS  OF  IRRIGATION  WATER 

Costs  to  which  this  discussion  relates  are  those  incurred  by  an 
enterprise  in  obtaining  and  distributing  water  for  irrigation. 
These  costs  are  passed  on  to  the  water  users  or  others  benefited  by 
the  project  as  annual  charges  in  the  form  of  assessments  against 
land  or  capital  stock,  toll  charges  for  the  use  of  water,  payments 
upon  contracts,  or  public-utility  rates,  as  the  case  may  be.43  Both 
capital  costs  and  operating  costs  are  thus  involved.  The  total  proj- 
ect costs  that  must  be  met  each  year  are  charged  in  the  first 
instance  to  the  enterprise  organization,  and  then  are  apportioned 
upon  one  basis  or  another  to  those  to  whom  the  benefits  accrue. 

FIXED  AND  VARIABLE  CHARGES  FOR  WATER 

That  part  of  a  project's  total  annual  water  charge  which  repre- 
sents repayment  upon  indebtedness  is  sometimes  termed  a  "fixed 
charge."  It  becomes  established  when  the  indebtedness  is  in- 
curred ;  it  must  be  met  regardless  of  the  proportion  of  the  total 
area  that  is  irrigated;  and  it  cannot  be  lowered  by  efficiency  in 
management  or  economy  of  operation  and  maintenance.  Payments 
of  principal  and  interest  upon  indebtedness  have  sometimes  been 
scheduled  for  only  a  few  years.  But  in  many  cases  the  periods 
have  extended  for  20  to  40  years;  and  except  in  those  cases  in 
which  annual  repayments  of  Federal  reclamation  costs  have  been 
made  to  depend  in  part  upon  annual  gross  crop  returns,  the  sched- 
ule is  inflexible.  The  annual  payment  may  be  approximately 
uniform  from  year  to  year  or  it  may  be  low  during  the  first  part 
of  the  repayment  period  and  high  during  the  latter  part.  In  any 
event,  it  is  determined  when  the  financing  is  arranged,  for  each 
year  of  the  period  during  which  the  debt  is  to  run. 

The  depreciation  charge  is  also  fixed  to  take  care  of  renewals  of 
works  subject  to  deterioration,  which  is  included  in  the  accounting 
practices  of  some  irrigation  organizations.  Many  organizations, 
however — particularly  those  having  earthen  canals  and  concrete 
structures,  but  also  many  with  depreciable  works — do  not  carry 
depreciation  on  their  books.  They  make  replacements  as  needed 
and  pay  for  them  from  current  income  or  from  new  borrowings.44 

The  project's  charge  for  the  cost  of  operation  and  maintenance — 
which  may  constitute  the  total  annual  charge  or  may  be  either  a 
large  or  a  small  part  of  it — is  a  variable  charge.  Variability  re- 
sults from  both  external  and  internal  influences ;  for  example,  from 
changes  in  costs  of  labor  and  material ;  accumulation  of  deferred 
maintenance,  which  usually  is  permissible  to  some  extent,  depend- 
ing upon  the  condition  of  the  irrigation  system ;  and  existence  of 
opportunities  for  sound  economies.  Many  enterprises  have  al- 
lowed deferred  maintenance  to  accumulate  in  times  of  stress; 
others  have  economized  in  one  way  or  another  at  such  times.  How- 

43  Other  irrigation  costs  incurred  by  farmers,  such  as  costs  of  applying 
water  to  the  soil  or  maintenance  of  farm  ditches,  are  not  included. 

44  The  practices  of  a  number  of  mutual  companies  with  respect  to  deprecia- 
tion are  described  in  a  study  of  such  companies  (16,  pp.  132-134). 
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ever,  the  system  must  be  operated  and  reasonably  well  maintained 
if  the  users  are  to  receive  water.  Therefore,  if  operation  is  to 
continue  the  necessary  costs  must  be  met,  regardless  of  economic 
conditions.  In  other  words,  although  the  extent  to  which  the  cost 
of  operation  and  maintenance  can  be  lowered  is  limited,  this  part 
of  the  project's  annual  water  charge  is  sufficiently  flexible  to  permit 
the  management  to  adjust  it  in  greater  or  less  degree  from  year  to 
year  to  meet  the  needs  of  the  system  and  the  circumstances  of 
those  to  whom  the  charges  are  apportioned. 

Fixed  charges,  then,  relate  chiefly  to  repayment  of  project  obli- 
gations. They  frequently  extend  over  many  years.  During  the 
repayment  period,  the  level  of  farm  income  may  change  materially. 
Some  changes  that  have  occurred  in  the  level  of  farm  income  have 
been  of  such  magnitude  as  to  impair  the  ability  of  the  water  users 
to  meet  the  charges  against  them  and  consequently  the  ability  of 
the  project  to  meet  its  financial  obligations. 

FACTORS  THAT  AFFECT  CONSTRUCTION  COSTS 

Early  irrigation  enterprises  usually  constructed  their  systems 
at  low  costs,  because  the  lands  they  served  were  located  near 
streams,  from  which  water  was  diverted  with  inexpensive  works 
and  conveyed  and  distributed  to  the  farms  through  short  ditches. 
Later,  some  enterprises  had  to  replace  their  diversion  works  with 
more  substantial  structures,  and  many  new  ones  had  to  bring  their 
water  from  greater  distances  and  sometimes  over  more  difficult 
topography,  necessarily  at  higher  cost.  As  the  natural  flows  of 
streams  during  the  irrigation  season  were  more  and  more  largely 
appropriated  over  the  years,  the  supplies  of  surface  water  available 
for  further  development  became  chiefly  the  early  season  flood 
flows.  Construction  of  storage  dams  and  reservoirs  was  necessary. 
Thus  the  progress  of  irrigation  development  has  carried  the  ele- 
ment of  generally  increasing  costs  for  obtaining  water  supplies 
adequate  for  full  crop  production — even  aside  from  changes  in  the 
level  of  construction  costs. 

The  capital  cost  of  a  particular  irrigation  enterprise  may  be  con- 
siderably higher  if  constructed  at  one  time  than  at  another.  Con- 
struction costs  necessarily  depend  upon  prices  of  labor  and 
materials  at  the  time  the  work  is  done.  This  factor  has  influenced 
the  performance  of  some  enterprises  in  meeting  their  financial 
obligations.  Some  enterprises  that  constructed  works  at  the  peak 
of  construction  costs  suffered  from  the  effects  of  subsequent  de- 
clines in  farm-commodity  prices,  and  this  impaired  the  ability  of 
the  water  users  to  pay  the  fixed  charges  imposed  upon  them  as  a 
result  of  the  capital  costs. 

Ultimate  investments  in  facilities  of  some  projects  have  been 
higher  than  originally  planned.  Many  enterprises  have  improved 
their  water  supplies  by  acquiring  supplemental  supplies,  neces- 
sarily at  added  cost,  but  with  accompanying  increases  in  benefits. 
Exceptional  circumstances,  such  as  flood  disasters,  have  added  to 
the  original  costs  of  some  systems.  Furthermore,  some  organiza- 
tions have  acquired  title  to  the  distribution  systems  within  their 
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service  areas,  theretofore  locally  owned  and  operated,  in  some 
cases  for  compensation.45 

RELATION  BETWEEN  INDEBTEDNESS  AND  ANNUAL  CHARGES 

Projects  built  at  high  cost  with  capital  borrowed  from  private 
sources  usually  have  high  annual  water  charges  during  the  period 
of  repayment.  This  is  not  only  because  of  the  debt-service  charge ; 
it  is  also  because  expensive  systems  usually  entail  high  costs  of 
operation  and  maintenance. 

Spreading  the  payments  over  a  long  series  of  years  necessarily 
reduces  the  annual  debt-service  charge.46  For  example,  if  an 
enterprise  should  borrow  money  for  construction  purposes,  averag- 
ing, say,  $100  an  acre  and  should  undertake  to  retire  the  bonds  at 
6-percent  interest  within  10  years,  an  annual  charge  of  about 
$13.60  per  acre  would  be  required  to  amortize  the  debt.  If  the 
period  is  20  years,  the  annual  charge  would  be  lowered  to  about 
$8.70  an  acre,  and  if  lengthened  to  40  years,  to  only  $6.65  an  acre. 
(Interest-free  money,  by  contrast,  would  mean  an  annual  charge  of 
only  $2.50  an  acre  to  repay  the  debt  during  a  40-year  period.)  But 
if  the  enterprise  should  borrow  only  $10  an  acre  and  undertake  to 
pay  the  entire  debt  at  the  end  of  a  year  at  6-percent  interest,  its 
cost  for  that  one  year  would  be  slightly  higher  than  would  be  the 
annual  charge  on  a  $100  debt  amortized  at  6  percent  during  a 
period  of  15  years. 

In  practice,  the  $100  projects  usually  obtain  long  periods  for  the 
repayment  of  their  debts,  and  the  $10  projects  either  long  or  short 
periods,  depending  upon  their  anticipated  ability  to  pay  the  result- 
ing annual  charges. 

Enterprises  having  interest-bearing  debts. — The  relationships, 
as  of  1945,  between  outstanding  indebtedness  and  annual  water 
charges  of  28  enterprises  having  interest-bearing  debts,47  based 
upon  average  indebtedness  and  average  water  charges  per  irri- 
gated acre  for  each  enterprise,  are  shown  in  table  3. 

Because  of  the  peculiar  circumstances  of  these  individual  proj- 
ects, a  satisfactory  correlation  between  their  indebtedness  and 


45  Where  water  users  were  thus  reimbursed  for  the  actual  costs  of  their 
local  systems,  the  total  capital  cost  of  the  project  was  not  thereby  increased, 
although  financial  rearrangements  necessarily  resulted.  In  some  cases  these 
rearrangements  were  minor;  in  others  they  were  of  considerable  proportions. 
An  example  of  a  large-scale  transaction  of  this  character  is  the  acquisition 
by  the  Imperial  Irrigation  District,  Calif.,  of  the  mutual-company  distribution 
systems  within  its  boundaries,  at  a  total  cost  of  about  $4,725,000,  about  6  years 
after  it  had  acquired  the  main  canal  system  at  a  price  of  $3,000,000.  This 
transaction  and  the  financial  adjustments  that  it  entailed  are  discussed  in  a 
study  of  irrigation  districts  in  California  (1,  pp.  336-337,  342,  344)  ;  and 
the  reasons  for  it  are  given  in  a  study  of  mutual  companies  in  California 
and  Utah  (16,  pp.  64-65). 

46  The  terms  on  which  irrigation  districts  are  authorized  to  issue  bonds 
are  prescribed  in  the  several  State  irrigation-district  statutes;  they  vary 
considerably  from  State  to  State. 

47  These  comprise  13  irrigation  districts,  4  districts  of  other  types,  8  mutual 
irrigation  companies,  and  3  commercial  irrigation  companies.  Districts 
indebted  chiefly  to  the  United  States  on  account  of  Federal  reclamation 
construction  contracts  are  excluded  from  this  comparison  because  of  the 
interest-free  feature  of  such  indebtedness. 
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Table  3. — Average  water  charge  per  acre  by  amount  of  indebted- 
ness, 28  selected  enterprises,  1945 


Indebtedness 
per  acre 

Enter- 
prises 

Average  water 
charge  per  acre 

Under  $30 

Number 

21 

5 

2 

Dollars 
3.30 

$31  to  $60 

12.42 

More  than  $60 _   _ 

31.14 

water  charges  is  attainable  only  with  the  use  of  wide  ranges  in 
indebtedness.  That  is,  the  debts  of  the  21  enterprises  in  the  lowest 
debt  group  ranged  from  $0.37  to  $26.04  and  their  1945  water 
charges  from  $0.23  to  $7.88  per  irrigated  acre ;  but  the  enterprise 
with  the  lowest  debt  and  that  with  the  highest  debt  had  almost 
identical  water  charges — $2.10  and  $2.00  per  acre,  respectively.48 
The  five  enterprises  in  the  $31  to  $60  debt  group  had  debts  that 
ranged  from  $41.37  to  $58.19  an  acre,  but  their  water  charges  for 
1945  varied  from  $2.50  to  $30.00  an  acre.  In  the  highest  debt 
group,  one  enterprise  had  a  debt  of  $93.50  and  a  water  charge  of 
$32.45  an  acre,  and  the  other  a  debt  of  $109.12  and  a  water  charge 
of  $29.82. 

Enterprises  having  no  indebtedness. — For  15  enterprises  that 
had  no  indebtedness  in  1945,  water  charges  in  that  year  ranged 
from  $0.06  to  $23.90  and  averaged  $5.36  per  irrigated  acre.  The 
number  of  enterprises  and  the  average  water  charge  for  different 
ranges  in  water  charges  are  shown  in  table  4. 

Table  4. — Average  water  charge  per  acre,  15  enterprises  having 
no  indebtedness,  1945 


Range  in  water  charge 
per  acre 

Enter- 
prises 

Average  water 
charge  per  acre 

Under  $1_       .     ._   __ 

Number 
5 
4 
3 
3 

Dollars 
0.56 

$1  to  $2 

1.73 

$2  to  $10.. 

4.17 

More  than  $10       . _.   _   _ 

19.37 

RELATION  BETWEEN  ANNUAL  WATER  CHARGE  AND  TYPE  OF  AGRICULTURE 

Table  5  shows  the  relation  between  the  1945  water  charges  per 
acre  of  52  enterprises  and  the  type  of  agriculture  in  their  respec- 
tive service  areas.  The  enterprises  in  the  lowest  group  of  less  than 
$5  comprise  nearly  five-eighths  of  the  total ;  with  only  two  excep- 
tions, they  were  extensive-farming  enterprises.    Those  of  the  high- 

48  Fifteen  of  the  21  enterprises  had  debts  of  less  than  $10  an  acre.  The  15 
included  the  two  enterprises  having  the  lowest  and  the  highest  water 
charges. 
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est  group  of  $15  and  more  all  served  intensively  farmed  lands  that 
yielded  high-return  crops.  Those  in  the  intermediate  group  were 
divided  nearly  equally  between  extensive  and  intensive  farming. 


Table  5. — Relation  betiveen  water  charge  and  type 

of  agriculture 

Enterprises 

Water  charge  per  acre 

Extensive 
farming 

Intensive 
farming 

Under  $5 ___   ___   ___   

Number 

30 

8 

0 

Number 
2 

$5  to  $14 ___           ______ 

7 

$15  and  more   _          _____ 

5 

In  considering  the  relationship  between  costs  and  benefits  of 
water,  the  annual  charge,  rather  than  the  capital-investment  cost- 
controls  the  classification  of  high-  and  low-cost  projects.  This  is 
true,  even  though  the  annual  charge,  as  previously  noted,  is  de- 
termined in  large  part  by  capital  expenditures  upon  which  pay- 
ments of  principal  and  interest  or  dividends  must  be  made  and  by 
the  schedule  of  repayment  of  indebtedness.  The  highest-cost  proj- 
ects, so  classified,  tend  to  be  associated  with  high-return,  intensive- 
farming  developments,  and  the  lowest-cost  projects  with  those  hav- 
ing extensive  farming  and  relatively  low  net  returns.  This  is  not 
always  the  case ;  some  intensive-farming  enterprises  have  moderate 
costs  comparable  to  those  of  some  extensive-farming  projects.49 
That  is  to  say,  high  costs  of  water  do  not  necessarily  follow  from 
intensive  farming ;  but  high  returns  from  farming  are  necessary  to 
carry  high  water  charges,  and  projects  that  are  physically  feasible 
only  with  high  annual  charges  can  be  financially  feasible  only  if  the 
farm  returns  are  relatively  high. 

Careful  planning  and  financing  necessarily  take  into  account  the 
relation  between  allowable  costs  and  expected  returns  from  farm- 
ing. Except  during  grossly  speculative  periods,  even  many  unduly 
optimistic  promoters  have  had  to  consider  it.  The  difficulty  has 
been  that  in  many  cases  either  a  safe  relationship  was  not  provided 
for,  or  subsequent  events  altered  what  at  the  time  of  financing 
appeared  to  be  a  safe  relationship.  In  such  cases,  the  costs  that 
were  incurred  proved  to  be  too  high  in  relation  to  the  benefits  that 
materialized. 

REASONABLENESS  OF  COSTS  OF  WATER 

The  cost  factor  of  a  financially  successful  irrigation  enterprise 
is  sometimes  spoken  of  as  a  reasonable  cost.  Reasonableness  is  a 
relative  term — it  relates  to  and  depends  upon  something  else,  which 
in  this  case  is  the  ability  of  the  users  to  pay  the  cost  of  the  water. 

49  For  example,  5  intensive-farming  enterprises  had  1945  water  charges 
of  $5  to  $7  an  acre,  while  7  extensive-farming  enterprises  had  charges  of 
$7  to  $9  an  acre. 
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It  implies  a  safe  relationship  between  cost  and  benefit.  As  used  in 
this  connection,  a  particular  cost  of  water  may  be  reasonable  under 
the  circumstances  of  one  project,  while  a  lower  cost  may  not  be 
reasonable  under  those  of  another.  For  a  given  project,  the  same 
cost  may  be  reasonable  at  one  time  and  too  high  at  another. 

The  high  cost  of  one  citrus-producing  enterprise  studied,  which 
had  high  returns,  proved  reasonable  under  the  local  circumstances 
even  during  the  depression  of  the  1930's.  But  a  much  lower  cost 
proved  excessive  under  the  circumstances  of  another  project  in 
which  deciduous  fruits  and  general  farm  crops  were  produced. 

High  returns  from  citrus  groves  have  not  always  succeeded  in 
making  high  costs  reasonable.  For  example,  two  citrus-producing 
projects  in  the  present  study  that  had  water  costs  of  around  $25 
an  acre  did  not  default ;  whereas  another  project  in  which  93  per- 
cent of  the  irrigated  area  was  in  citrus  and  the  remainder  mainly  in 
vines  and  truck  crops,  and  which  had  a  cost  somewhat  in  excess  of 
$30  an  acre,  failed  to  meet  its  bond  payments  during  the  depres- 
sion. The  cost  differential  alone  did  not  account  for  the  fact  that 
the  third  enterprise  defaulted  and  the  others  did  not,  as  other  cir- 
cumstances contributed  to  the  unreasonableness  of  the  cost  under 
the  third  enterprise  during  the  depression. 

Still  another  enterprise  which  served  chiefly  field-crop,  dairy, 
and  livestock  farms,  had  an  annual  cost  of  $3.50  per  acre,  which 
under  many  circumstances  would  be  considered  moderate.  But 
although  this  charge  appeared  reasonable  enough  when  times  were 
good,  it  proved  to  be  too  high  for  the  circumstances  of  that  project 
during  the  depression. 

BENEFITS  FROM  IRRIGATION  WATER 

Direct  benefits  from  an  irrigation  project  are  derived  from  appli- 
cation of  the  water  served  by  the  project  to  the  farm  land,  produc- 
tion or  increase  in  production  of  crops  resulting  from  the  use  of 
the  water,  and  returns  from  the  crops  so  produced.  Land,  water, 
and  production  and  value  of  the  crops  are  factors  in  the  realization 
of  the  irrigation  benefit ;  and  the  amount  of  the  benefit  varies  with 
their  quantity  or  quality  as  the  case  may  be.  Various  other  factors, 
such  as  efficiency  in  irrigating  and  farming,  also  affect  the  amount 
of  the  benefit.  This  discussion  is  confined  to  the  principal  elements 
disclosed  by  the  study  upon  which  this  report  is  based.  The  ques- 
tion of  indirect  benefits  is  also  excluded  from  the  discussion. 

LAND  AND  WATER 

It  is  often  said  that  the  success  of  an  irrigation  enterprise  is 
determined  principally  by  good  land  and  an  adequate  supply  of 
water.  These  factors  are  meaningless  aside  from  their  relation  to 
the  cost  of  the  water.  They  are  elements  of  the  benefit  and,  as  pre- 
viously noted,  the  relation  of  costs  and  benefits  is  probably  the  chief 
factor  in  determining  the  financial  success  or  failure  of  a  project. 
Neither  the  cost  alone,  nor  the  benefit  alone,  can  determine  that. 

A  project  with  poor  land  and  an  inadequate  supply  of-water  for 
full  crop  production,  but  with  a  low-enough  water  cost,  may  be 
more  successful  in  meeting  its  obligations  as  they  fall  due  than  a 
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project  with  good  land,  plenty  of  water,  but  an  unduly  high  cost 
of  water.  The  proportion  of  enterprises  studied  that  defaulted  was 
slightly  higher  for  those  with  a  deficient  water  supply  than  for 
those  with  an  adequate  supply.  But  eight  enterprises  with  deficient 
water  supplies  and  poorer  than  average  crop  yields  have  never  de- 
faulted, and  three  with  adequate  water  supplies  and  better  than 
average  crop  yields  have  defaulted  heavily. 

PRODUCING  LANDS 

Regardless  of  the  high  productive  capacity  of  lands  and  of  the 
adequacy  of  water  to  serve  them,  financial  success  of  a  project  may 
be  impaired  if  only  a  small  part  of  the  area  is  farmed  and  irrigated 
when  the  obligations  of  the  enterprise  begin  to  mature.  This  does 
not  modify  the  relation  of  costs  and  benefits.  It  means  that, 
although  the  cost  of  construction  of  the  irrigation  system  may  be 
the  same  whether  the  entire  service  area  or  only  a  small  part  of  it 
is  in  crop  production,  in  the  latter  event  only  a  small  part  of  the 
total  potential  benefit  is  realized. 

Slowness  of  settlement  of  land  has  contributed  materially  to  the 
defaults  of  various  irrigation  enterprises,  particularly  during 
periods  of  intensive  promotional  activity  (11,  pp.  4-5  and  8-11). 
Irrigation  districts  and  commercial  enterprises  engaged  in  the  sale 
of  land  and  "water  rights"  were  chiefly  affected.  Enterprises  that 
began  and  continued  under  the  mutual-company  form  of  organiza- 
tion were  less  subject  to  this  difficulty  because  of  the  character  of 
their  development  and  financing  (12,  pp.  6-8 ;  1U,  pp.  8-10;  16,  pp. 
77-81).  In  some  other  cases,  colonized  lands  were  in  large  part 
abandoned.  This  added  to  troubles  already  begun.  Abandonment 
resulted  from  unfavorable  conditions,  such  as  unduly  high  costs  of 
water,  pyramiding  of  assessments  upon  paying  lands  because  of 
nonpayments  from  other  lands,  or  a  water  supply  inadequate  for 
the  entire  area. 

With  respect  to  most  of  the  enterprises  studied,  problems  occa- 
sioned by  large  proportions  of  undeveloped  land  were  not  reported 
as  having  been  serious.  Although  there  were  some  exceptions,  for 
most  of  those  enterprises  that  had  not  defaulted,  the  percentage  of 
irrigable  land  under  irrigation  at  the  time  the  study  was  made  was 
high.  For  the  majority  of  districts  and  all  mutual  companies  that 
defaulted,  and  for  several  commercial  companies  that  did  not  de- 
fault but  concerning  which  there  were  no  reports  of  dividend  pay- 
ments, high  percentages  of  irrigated  land  were  also  reported  at  the 
time  of  the  canvass.  For  seven  other  districts  that  defaulted,  the 
percentages  of  irrigable  land  usually  irrigated  ranged  from  26  to 
74 ;  but  in  none  of  these  cases  was  it  reported  that  inadequacy  of 
revenue  from  nonirrigated  lands  was  a  major  contributing  factor 
to  the  default.  Two  related  commercial  companies  that  had  not 
defaulted,  but  that  were  reported  as  not  having  yielded  substantial 
profits  to  their  owners,  were  delivering  water  to  lands  which  con- 
stituted only  about  58  percent  of  the  entire  irrigable  area  on  which 
the  capital  costs  had  been  predicated.  However,  the  report  stated 
that  the  companies  did  not  have  first-class  water  supplies  for  even 
the  currently  irrigated  areas. 
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RETURNS  FROM  FARMING  OPERATIONS 

Even  with  good  land,  adequate  water  supply,  and  a  high  per- 
centage of  land  in  crop  production,  there  remains  a  factor  that  has 
had  much  to  do  with  determining  the  amount  of  the  irrigation  bene- 
fit in  relation  to  the  cost  of  the  water,  and  thereby  the  financial  suc- 
cess of  the  enterprise.  This  factor  is  the  returns  from  irrigation 
farming  operations.  As  noted  in  discussing  costs  of  irrigation 
water,  the  schedule  of  repayment  of  construction  costs  in  most 
cases  is  inflexible;  yet  during  the  repayment  period  material 
changes  may  take  place  in  the  level  of  farm  income.  If  the  repay- 
ment period  is  long,  substantial  changes  are  sure  to  take  place. 

Annual  costs  estimated  in  planning  some  of  the  irrigation  proj- 
ects have  been  less  than  expected  benefits  by  substantial  margins. 
These  margins  although  narrowed  as  a  result  of  considerable  de- 
cline in  commodity  prices  after  the  financing,  were  not  wiped  out 
entirely.  However,  the  history  of  the  repayment  experiences  of 
irrigation  projects  shows  that  in  many  of  the  original  financing 
plans,  the  margin  of  safety  was  not  made  wide  enough  to  absorb 
the  effect  of  extremely  low  farm  prices  which  extended  for  sev- 
eral years.50  Certainly  the  financing  of  many  projects — including 
various  plans  that  gave  consideration  to  the  relation  between  costs 
and  returns,  or  purported  to  do  so — has  reflected  undue  optimism 
on  the  part  of  both  promoters  and  planners. 

Some  irrigation-project  financing  that  appeared  sound  enough  to 
prospective  water  users  and  investors  when  prices  were  favorable 
could  not  meet  the  test  of  a  major  depression.  The  agricultural  de- 
pression that  followed  World  War  I  affected  the  fortunes  of  various 
irrigation  enterprises.  It  was  a  contributing  cause  to  the  default 
of  one  mutual  company  studied.  However,  by  far  the  heaviest 
impact  of  low  farm  prices  during  the  present  century  occurred 
with  the  depression  of  the  1930's.  Both  high-  and  low-cost  projects 
were  affected,  because  the  values  of  benefits  from  the  water  were 
so  greatly  reduced. 

EFFECTS  OF  DEPRESSION  OF  1930'S  UPON  PROJECT  CREDIT 

Projects  with  credit  unimpaired. — Although  the  depression  of 
the  1930's  took  a  heavy  toll,  the  credit  of  many  irrigation  enter- 
prises, including  a  number  of  those  reported  upon  here,  was  not 
impaired.  Some  of  these  enterprises  had  little  or  no  funded  in- 
debtedness at  that  time.  Other  organizations  studied  which  kept 
their  credit  unimpaired,  although  in  debt,  were  in  general  low-cost 
projects  in  general-farming  regions,  or  projects  with  higher  costs 
in  areas  of  greater  farm  returns.  In  either  case  the  cost  was  less 
than  the  sum  the  users  could  afford  to  pay  during  the  depression. 

Projects  that  failed  to  meet  obligations  in  full. — A  considerable 
number  of  enterprises  with  good  repayment  records  before  the  de- 

50  The  financing  of  many  enterprises  during  their  promotional  periods 
allowed  no  margin  of  safety.  With  respect  to  even  those  projects  initiated 
during  periods  of  more  conservative  development,  the  disastrous  effects  of 
unusually  low  farm  income  have,  on  the  whole,  been  considered  and  acted 
upon  more  generally  in  refinancing  of  enterprises  that  failed  as  a  result 
of  such  conditions  than  they  were  in  the  original  financing. 
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pression  of  the  1930's  were  unable  to  meet  their  payments  in  full 
during  that  period  of  low  prices.  The  great  drop  in  farm  prices  led 
to  heavy  delinquencies.  After  2  or  3  years'  accumulation,  these 
delinquencies  resulted  in  default.  In  other  words,  the  value  of 
benefits  from  irrigation  water  decreased  greatly  in  the  early  1930's, 
while  the  costs,  if  they  decreased  at  all,  did  not  do  so  in  the  same 
degree.  Hence  on  many  projects,  water  users  were  unable  to  meet 
their  water  charges.  Because  of  this,  the  enterprise  organizations, 
which  necessarily  depended  upon  payments  from  users,  could  not 
fulfill  their  obligations  to  creditors. 

Of  the  15  districts  studied  that  had  defaulted  on  bond  payments 
at  one  time  or  another,  only  1  had  failed  to  meet  its  payments  be- 
fore the  depression,  although  in  2  other  cases,  defaults  were  an- 
ticipated before  1930.  Thirteen  others  that  had  issued  bonds 
before  the  depression  incurred  their  first  defaults  during  that 
period.  One  that  was  formed  in  1933  and  issued  bonds  in  1937 
has  defaulted  upon  payments  of  both  interest  and  principal.  A 
wide  diversity  of  costs  and  agricultural  conditions  obtained  with 
respect  to  these  districts.  The  larger  number,  with  annual  costs 
ranging  from  about  $1  to  $6  an  acre,  were  located  in  general-farm- 
ing areas.  One,  with  a  total  annual  charge  averaging  about  $6.50 
an  acre,  served  chiefly  intensive  crops,  of  which  citrus  constituted 
about  half  of  the  acreage.  Three,  with  annual  costs  ranging  from 
about  $6  to  $15  an  acre,  were  principally  deciduous-fruit  districts. 
And  two,  with  annual  costs  exceeding  $30  an  acre,  included  chiefly 
citrus  groves  in  one  case  and  citrus  and  avocados  in  the  other. 

Four  of  the  mutual  companies  reported  upon  here  failed  to  meet 
their  obligations  in  full  at  all  times  (two  others  were  only  tem- 
porarily behind  on  certain  occasions) .  The  default  of  one  company 
resulted  from  inability  to  meet  high  costs  for  water  from  the  farm 
returns  prevailing  during  the  depression  that  followed  World 
War  I.  That  of  another  was  precipitated  by  the  depression  of  the 
1930's.  In  the  two  remaining  cases,  the  difficulties  were  traceable 
mainly  to  flood  disaster,  and  were  accentuated  by  low  returns  from 
farming  operations  during  the  depression.  These  were  all  prin- 
cipally low-cost  enterprises  which  served  general  farms,  although 
most  of  the  lands  of  the  one  having  the  highest  cost  were  in 
orchards. 

No  commercial  company  studied  was  reported  as  having  de- 
faulted upon  its  obligations. 

Unfavorable  factors  coupled  with  loiv  farm  returns. — In  addi- 
tion to  the  two  companies  noted  above  that  suffered  from  flood 
disaster,  several  enterprises  studied  were  adversely  affected  in  one 
way  or  another.  For  example,  one  district  had  been  subjected  to 
heavy  legal  expense,  extending  over  two  decades,  because  of  a  con- 
troversy over  its  water  rights.  Another  had  adopted  the  policy  of 
depending  on  receipts  from  "water-right"  contracts  for  revenue 
for  servicing  its  bonds,  which  proved  to  be  a  very  poor  source. 
Still  another  district  had  been  promoted  on  a  basis  of  orchards, 
which  for  several  reasons  failed.  The  farmers  had  not  developed 
an  alternative  type  of  farming  that  would  yield  returns  sufficient 
to  pay  the  costs  of  the  water,  which  were  unavoidably  high  because 
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of  the  topography  of  the  land.  Other  enterprises  as  well  were 
affected  by  unfavorable  conditions  which,  coupled  with  serious 
declines  in  farm  income,  resulted  in  an  excess  of  costs  over 
benefits.51 

VARIABILITY  OF  COST-BENEFIT  RATIOS 

Annual  costs  of  an  irrigation  project  are  subject  to  some  change 
from  year  to  year,  but  if  the  project  is  in  debt  the  costs  may  include 
a  high  proportion  of  so-called  "fixed  charges/'  That  is,  charges  for 
operation  and  maintenance  may  be  raised  or  lowered  within  limits 
as  conditions  change.  Likewise,  although  debt-service  charges  are 
fixed  when  the  debt  is  incurred,  some  enterprises  with  good  rec- 
ords have  been  able  to  reduce  their  annual  debt  charges  by  refund- 
ing their  obligations  without  loss  to  creditors.  Nevertheless,  if  all 
obligations  are  to  be  paid  in  full  as  due,  an  enterprise  with  substan- 
tial indebtedness  ordinarily  has  little  latitude  in  reducing  its  annual 
costs  to  meet  changing  conditions. 

The  amount  of  benefits,  on  the  other  hand,  may  fluctuate  con- 
siderably from  various  causes.  It  is  materially  affected  by  changes 
in  the  level  of  farm  income.  Returns  from  farming  operations 
during  a  given  period  are  important  in  determining  the  amount  of 
benefit  from  the  water  during  that  period.  The  low  net  returns 
from  farming  operations  during  the  depression  of  the  1930's  con- 
tributed heavily  to  decreases  in  the  amounts  of  benefit  then  realized. 

As  benefit  from  water  ordinarily  is  subject  to  greater  change 
than  the  cost  of  the  water,  it  follows  that  the  ratio  of  cost  to  bene- 
fit for  a  given  project  is  more  or  less  variable.  To  take  a  typical 
case,  if  the  irrigated  area  and  quantity  of  available  water  within 
a  heavily  indebted  project  remained  substantially  the  same  during 
the  early  1930's  as  in  the  preceding  years,  the  value  of  benefit  from 
the  water  materially  decreased  during  those  years  of  low  com- 
modity prices,  w^hereas  the  cost  did  not  decrease  in  the  same  pro- 
portion. It  could  not  do  so  without  substantial  alteration  in  the 
terms  of  the  indebtedness.  In  some  cases  in  which  the  benefit  be- 
fore the  depression  was  considerably  greater  than  the  cost,  the 
decrease  in  benefit  was  not  enough  to  eliminate  the  favorable 
margin,  and  these  projects  were  able  to  meet  their  obligations. 
For  these  enterprises,  the  cost-benefit  ratio,  although  changed,  re- 
mained favorable.  In  other  cases  the  margin  was  reversed — the 
benefit  dropped  below  the  cost  and  the  cost  could  not  be  met. 

Relation  of  Type  of  Organization  to  Success  or  Failure 

The  functions  of  organizing  and  financing  the  project,  collecting 
revenue,  and  operating  the  irrigation  system  are  performed  better 

51  The  difficulties  of  the  two  public  power  and  irrigation  district  enter- 
prises studied  were  not  related  to  the  depression.  One,  formed  in  1933 
and  financed  in  1936-37,  suffered  from  loss  of  power  revenue,  from  faulty 
planning  of  the  irrigation  distribution  system,  and  from  low  contract  rates 
for  service  of  water.  The  irrigation  division  of  the  other,  which  in  1941 
bought  the  system  of  a  commercial  irrigation  company,  did  not  default, 
although  it  is  not  a  financial  success.  Efforts  to  establish  a  satisfactory  rela- 
tionship between  cost  and  revenue  are  impeded  by  the  multiplicity  of  typ«s 
of  water  services  and  contracts  that  were  taken  over  from  the  commercial 
company. 
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under  some  types  of  irrigation  organization  than  under  others. 
The  degree  of  success  or  failure  has  been  variously  affected  thereby. 
In  most  cases,  however,  it  is  difficult  to  conclude  that  a  particular 
enterprise  that  has  been  successful  under  one  kind  of  organization 
would  have  been  a  failure  under  a  different  kind,  or  vice  versa. 

MEETING  FINANCIAL  OBLIGATIONS 

Different  types  of  organizations  vary  widely  as  to  their  powers  of 
collecting  revenue,  although  probably  in  few  cases  have  successes 
or  failures  resulted  from  this  cause  alone.  The  taxing  power  of 
irrigation  districts  has  tended  in  some  cases  to  stimulate  the  bring- 
ing of  lands  under  irrigation  and  the  collection  of  revenue  for  both 
irrigated  and  undeveloped  lands.  The  simpler  and  speedier  collec- 
tion procedures  followed  by  mutual  companies  have  at  times  been 
more  effective  than  those  of  districts  in  keeping  up  to  date  the  pay- 
ments by  water  users.  Both  mutual  companies  and  taxing  districts 
can  increase  their  assessments  to  meet  rising  costs.  Public  util- 
ities subject  to  public  regulation  may  be  authorized  by  regulatory 
agencies  to  raise  their  rates  when  necessary.  But  some  commercial 
companies  and  districts  that  depend  upon  low  annual  payments 
fixed  by  contracts  with  water  users  have  been  unable  to  obtain 
enough  revenue  to  meet  their  necessary  costs.  In  these  cases,  how- 
ever, the  terms  of  the  contracts,  rather  than  the  type  of  organiza- 
tion, have  caused  the  trouble,  as  such  water-service  contracts 
legally  may  provide  for  variable  payments. 

Defaulting  has  been  more  common  among  districts  than  among 
mutual  companies.  However,  as  shown  above,  this  is  largely  be- 
cause districts  are  financed  chiefly  by  sales  of  bonds  to  outsiders, 
whereas  mutual  companies  as  a  rule  are  self -financed  by  the  stock- 
holders, who  are  also  the  water  users.  For  some  of  the  companies 
that  have  not  defaulted,  the  total  investment  in  the  company  may 
possibly  be  sufficiently  in  excess  of  the  present  value  of  the  assets 
to  be  equivalent  to  heavy  default  or  financial  failure. 

Although  the  differences  among  types  of  organizations  in  their 
financing  and  revenue-collecting  powers  and  practices  are  impor- 
tant and  are  relatively  advantageous  or  disadvantageous,  these  dif- 
ferences cannot  offset  costs  of  construction  or  operation  unduly 
high  in  relation  to  the  benefits  conferred  by  the  project.  Costs  are 
not  significantly  related  to  the  type  of  organization-.  Although 
districts,  on  the  whole,  have  been  better  able  to  finance  their  de- 
velopments with  the  use  of  bonds  than  have  private  companies,  the 
cost  after  the  financing  has  been  accomplished  can  be  as  high  under 
one  form  of  organization  as  under  another.52  Moreover,  very  little, 
if  any,  of  a  public-utility  rate  represents  the  return  on  investment 
to  which  utility  owners  are  theoretically  entitled.  Nor  do  the  bene- 
fits from  water  depend  upon  the  type  of  organization.  It  seems 
doubtful  whether  in  many  cases  the  type  of  organization,  in  itself, 
is  significantly  related  to  financial  success. 

52  Of  the  enterprises  in  the  study  having  total  annual  charges  for  1945 
of  $10  or  more  per  irrigated  acre,  four  irrigation  districts  had  charges 
ranging  from  $12  to  $32  an  acre;  two  mutual  companies,  $14  and  $24;  and 
two  commercial  companies,  $10  and  $24. 
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DEVELOPMENT    OF    SUCCESSFUL    IRRIGATION    FARMING    COMMUNITIES 

Type  of  organization  also  is  of  relatively  minor  importance  in  the 
development  of  a  successful  irrigation  farming  community.  Such 
a  community  implies  a  reasonable  proportion  of  successful  irriga- 
tion farms  and  of  prosperous  irrigation  farmers.  The  prosperity 
of  the  water  users  depends  on  the  profit  they  can  make  over  and 
above  their  irrigation  and  other  costs.  With  certain  exceptions 
the  rate  that  any  organization  charges  its  users  for  water  depends 
primarily  upon  the  construction  and  operation  charges  of  the 
project.  In  any  event,  the  cost  of  water  can  be  modified  only  in 
relatively  minor  degree  by  differences  among  types  of  organiza- 
tions in  powers  of  financing  and  collecting  revenue. 

Successful  communities  have  resulted  from  development  by  dis- 
tricts, by  mutual  companies,  and  by  commercial  companies.  Be- 
cause of  their  financing  advantages,  irrigation  districts  have  been 
able  to  accomplish  certain  developments  that  were  beyond  the 
resources  of  existing  mutual  companies.  This  was  emphasized  in 
the  case  of  several  of  the  enterprises  studied.  In  the  then  existing 
communities  water  users  were  able  to  pay  the  costs  of  the  water 
that  was  available.  The  districts  were  formed  primarily  to  extend 
the  irrigated  areas,  to  provide  more  water  for  greater  crop  produc- 
tion on  existing  irrigated  farms,  or  both.  In  some  instances  the 
increased  costs  were  less  than  the  increased  benefits ;  in  other  in- 
stances they  proved  to  be  too  high  when  farm  income  declined  to 
low  levels.  Some  district  projects  that  undertook  entirely  new 
development  succeeded  in  creating  successful  irrigation  farming 
communities.  Many  others  failed  financially,  with  severe  loss  not 
only  to  bond  buyers  but  to  settlers  who  had  invested  their  capital 
and  labor  in  irrigation  farms.  The  present  study  included  irriga- 
tion farming  communities  of  all  types  of  prosperity  under  each  of 
the  several  types  of  irrigation  organizations.  The  results  do  not 
disclose  any  significant  correlation  between  type  of  organization 
and  success  of  the  irrigation  farming  community  served  by  it. 

EFFICIENCY  OF  OPERATION 

With  respect  to  efficient  and  harmonious  operation  of  an  irriga- 
tion enterprise,  the  quality  of  management  doubtless  overshadows 
type  of  organization  in  importance  in  attaining  successful  opera- 
tion. For  the  enterprises  studied,  harmonious  relations  between 
management  and  water  users  appeared  to  prevail  generally  among 
the  districts  and  mutual  companies.  They  were  less  prevalent 
with  the  commercial  companies.  However,  there  appeared  to 
be  little  relation  between  quality  of  service  rendered  and  type  of 
organization.  In  a  given  situation  a  company  form  of  organization 
with  good  management  is  perhaps  likely  to  be  more  successful  and 
satisfactory  to  all  concerned  than  a  district  organization  with  poor 
management,  and  vice  versa. 

SUMMARY  OF  RELATIONSHIPS 

To  sum  up  this  discussion,  it  may  be  said  that  success  or  failure 
of  an  irrigation  enterprise  depends  primarily  on  factors  other  than 
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type  of  organization,  and  that  in  probably  very  few  instances  has 
the  type  of  organization,  in  itself,  been  chiefly  responsible  for  suc- 
cess or  failure.  However,  type  of  organization  may  be  significantly 
related  to  the  degree  of  success  or  failure,  because  of  the  relative 
advantages  and  disadvantages  of  the  various  types  under  differing 
circumstances. 
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